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KAY JEWELRY STORES, INC. 

1328 New York Avenue, N.W. 

Washington, D. C. 20005 

NOTICE OF SPECIAL MEETING OF STOCKHOLDERS 
TO BE HELD JULY 28, 1972 


To the Stockholders of Kay Jewelry Stores, Inc.: 

Notice is Hereby Given that a special meeting of stockholders of Kay Jewelry Stores, Inc. (“Kay”) 
will be held at the offices of the corporation, 1328 New York Avenue, N.W., Washington, D.C., on 
July 28, 1972, at 11:00 o’clock A.M., E.D.S.T., for the following purposes: 

(1) To consider and act upon a proposal to amend Kay’s Certificate of Incorporation to-change-v 
its nnmi- m “Kny ro r pnr.itinp”^tn create a new class of Serial Preferred Stock, to increase its 
authorized capitalization from 2,000,000 shares to 10,000,000 shares, consisting of 9,000,000 
shares of Common Stock, par value $1 per share, and 1,000,000 shares of Serial Preferred Stock, 
par value $1 per share, and to restate the Certificate of Incorporation to conform to the provisions 
of the Delaware General Corporation Law as now in effect; including the provisions thereof which 
provide for indemnification of directors, officers, employees and agents in instances not presently 
permitted by Kay’s Certificate of Incorporation; 

(2) To consider and act upon a proposal to issue and deliver 2,900,000 shares of Kay Common 
Stock to Ralli America Inc. (“Ralli”) in exchange for all of the capital stock of the five principal 
operating subsidiaries of Ralli, all as more fully described in the accompanying Proxy Statement. 

The Board of Directors has fixed the close of business on June 23, 1972 as the record date for the 
determination of stockholders entitled to notice of and to vote at the special meeting. The transfer books 
will not be closed. 

If you are unable to be present in person, please date and sign the enclosed proxy card and return 
it promptly in the enclosed envelope. 


By Order of the Board of Directors 



Secretary 


Washington, D.C. 
July 7,1972 


STOCKHOLDERS ARE URGED TO COMPLETE, SIGN AND 
MAIL THE ENCLOSED PROXY CARD PROMPTLY 

















KAY JEWELRY STORES, INC. 
1328 New York Avenue, N.W. 
Washington, D. C. 20005 


July 7, 1972 


Dear Stockholder: 

Enclosed is a notice of a special meeting of stockholders at which stockholders will be asked 
to consider a proposed acquisition by Kay Jewelry Stores, Inc. of certain subsidiaries of Ralli 
America Inc. in exchange for 2,900,000 shares of Common Stock of Kay. 

Your Board of Directors carefully considered the proposed transaction with Ralli America 
Inc. and has unanimously approved it. In doing so, your Board of Directors recommends your 
approval. Detailed information concerning the proposed transaction is contained in the attached 
Proxy Statement. 

At the special meeting, stockholders will also be asked to consider a proposal to amend Kay’s 
Certificate of Incorporation to change its name to “Kay Corporation”, to create a new class of 
Serial Preferred Stock, to increase Kay’s authorized capitalization from 2,000,000 shares to 
10,000,000 shares, consisting of 9,000,000 shares of Common Stock and 1,000,000 shares of Serial 
Preferred Stock, and to restate the Certificate of Incorporation to conform to the provisions of the 
Delaware General Corporation Law as now in effect. Your Board also recommends your approval 
of the proposed amendments. 


PLEASE PROMPTLY SIGN AND RETURN THE ENCLOSED PROXY. 


Sincerely yours, 



Chairman of the Board 
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KAY JEWELRY STORES, INC. 
PROXY STATEMENT 
July 7, 1972 


MATTERS TO BE VOTED UPON 

At the Special Meeting of Stockholders, to be held on July 28, 1972, the stockholders of Kay 
Jewelry Stores, Inc. .(“Kay”) will be asked to consider and act upon a proposal to issue and deliver, 
pursuant to the Acquisition Agreement (the “Acquisition Agreement”), dated as of March 8, 1972, 
between Kay and Ralli America Inc. (“Ralli”), a copy of which is attached hereto as Exhibit A, 
2,900,000 shares of Kay Common Stock to Ralli in exchange for all of the capital stock of the five 
principal operating subsidiaries of Ralli (the “Ralli Subsidiaries”)—Balfour, Maclaine International Ltd. 
(“Balfour Maclaine”), Van Ekris & Stoett, Inc. (“Van Ekris & Stoett”), R.E.B. Willcox & Co. (New 
York), Inc. (“Willcox”), The Fritz & La Rue Company (“Fritz & La Rue”) and Naumann, Gepp & 
Co., Inc. (“Naumann Gepp”). The proposed acquisition of the Ralli Subsidiaries is herein called the 
“Ralli Acquisition”. 

In addition, stockholders will be asked to consider and vote upon a proposed amendment to Kay’s 
Certificate of Incorporation to change its name to “Kay Corporation”, to create a new class of Serial 
Preferred Stock, to increase its authorized capitalization from 2,000,000 shares* to 10,000,000 shares, 
consisting of 9,000,000 shares of Common Stock, par value $1 per share, and 1,000,000 shares of Serial 
Preferred Stock, par value $1 per share, and to restate the Certificate of Incorporation to conform to the 
provisions of the Delaware General Corporation Law as now in effect. A copy of the Certificate of 
Incorporation in the proposed restated form is attached hereto as Exhibit B. 


PROXIES AND VOTING 

The proxies are being solicited on behalf of Kay’s management for use at the special meeting of 
stockholders. Any stockholder giving a proxy will have the power to revoke it at any time prior to the 
exercise thereof by writing the Secretary of Kay or by executing another proxy, but attendance at the 
meeting does not automatically revoke a proxy previously given by a stockholder. Each proxy will be 
voted in accordance with the directions given thereon by the stockholder. If no specific directions are 
given, a proxy will be voted in favor of the Ralli Acquisition and the amendments to the Certificate 
of Incorporation. 

The number of shares of Kay Common Stock outstanding and entitled to be voted at the meeting 
is 1,365,457, each share being entitled to one vote. The affirmative vote of the holders of at least a 
majority of the shares of Kay Common Stock entitled to vote thereon is required to approve the Ralli 
Acquisition and the amendments to the Certificate of Incorporation. As mentioned under “Descrip¬ 
tion of the Ralli Acquisition”, the holders of a majority of the outstanding shares of Kay Common 
Stock have executed proxies directing officers of Ralli to vote such shares in favor of the Ralli 
Acquisition and have granted to one of such officers the full power to vote such shares on all matters. 
Accordingly, a majority of the outstanding shares of Kay Common Stock will be voted in favor of the 
Ralli Acquisition and the amendments to the Certificate of Incorporation. 


* The presently authorized and outstanding Kay shares are designated “capital stock”, which will 
be changed to “Common Stock” upon adoption of the proposed restated Certificate of Incorporation and 
accordingly, are referred to in this Proxy Statement as “Common Stock”. 
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Only holders of shares of Kay Common Stock of record at the close of business on June 23, 1972 
will be entitled to vote at the meeting. Under Delaware law, no rights of appraisal are afforded to Kay 
stockholders dissenting from the action taken at the meeting. 

The only persons owning of record, or known by the management of Kay to own beneficially, 
more than 10% of the outstanding shares of Kay Common Stock on June 23, 1972 were as follows: 


Name 

Type of 

Ownership 

Shares 

Owned 

Percent of 
Outstanding 
Shares 

Anthonie C. Van Ekris, Voting Trustee 

Record(l) 

684,224 

50.1 

Cecil D. Kaufmann(2) 

Beneficial(l) 

238,338 

17.0 

Isabelle G. Kaufmann(2) 

Beneficial(l) 

179,597 

13.0 


(1) All of the shares shown as being owned by the Kaufmanns, and the shares referred to in the 
following footnote, have been deposited with Mr. Van Ekris, as Voting Trustee, under the Voting 
Trust Agreement described under “Description of the Ralli Acquisition—Related Transactions . 

(2) The Kaufmanns disclaim any beneficial interest in an aggregate of 9,942 shares held in trusts of 
which they are the trustees for the benefit of their children, in an aggregate of 41,610 shares held in 
trusts of which he is trustee for the benefit of his sister and in 23,157 shares owned by a charitable 
foundation of which they are trustees. All of such shares are included in the voting trust referred 
to under “Description of the Ralli Acquisition—Related Transactions”. 


DESCRIPTION OF THE RALLI ACQUISITION 

Upon consummation of the Ralli Acquisition, Ralli will own approximately 68% of the outstanding 
Common Stock of Kay. Ralli is a wholly-owned subsidiary of Ralli International Limited, a publicly- 
held company incorporated in the United Kingdom whose subsidiaries are principally engaged in 
international merchanting and trading operations. The Ralli Subsidiaries, whose business is more fully 
described under “Description of the Ralli Subsidiaries’ Business”, conduct the principal United States 
operations of the Ralli International Limited group of companies. They are engaged in international 
trading operations, principally for the purpose of importing into the United States coffee, rubber, 
other agricultural commodities, timber and plywood, seafood, jute products, rugs and other goods and 
commodities. They are also engaged in exporting goods and commodities produced in the United States 
and act as commodity brokers. 

Kay and its subsidiaries are in the business of operating retail jewelry stores and retail ready-to- 
wear clothing stores. As of June 1, 1972, Kay operated 107 jewelry stores and 48 ladies clothing stores. 
As indicated in Kay’s Consolidated Statement of Operations, its sales have declined in the past two fiscal 
years and it has suffered losses in both of such years. For additional information with respect to the causes 
of such declines and losses, see the paragraphs following the Notes to Consolidated Statement of Opera¬ 
tions of Kay. 

The Board of Directors of Kay considers the Ralli Acquisition to be fair and equitable and a 
sound and constructive step in the best interests of Kay stockholders. The terms of the Ralli Acquisition 
are the result of arms-length negotiations between Kay and Ralli. In its assessment of the Ralli Acquisi¬ 
tion, your Board considered many factors, including the market price of the shares of Kay Common 
Stock at the time of the negotiations, Kay’s reported and expected losses from operations, the earnings 
of the Ralli Subsidiaries, the comparative book values of Kay and the Ralli Subsidiaries, the borrowing 
ability of the Ralli Subsidiaries, Kay’s inability to borrow to finance its workng capital requirements ex¬ 
cept on a short-term basis at high interest rates and other aspects of the businesses of Kay and the Ralli 
Subsidiaries. 
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Related Transactions 

At the time of the execution of the Acquisition Agreement, Kay and Ralli also entered into a 
Credit and Security Agreement, and holders of a majority of the outstanding shares of Kay Common 
Stock entered into a Voting Trust Agreement and an Option Agreement with Ralli. 

Pursuant to the Credit and Security Agreement, Ralli agreed to lend Kay up to $6,700,000, 
at an interest rate of 1Vi% per annum, of which $2,000,000 is repayable on December 31, 1972. 
The balance is repayable on February 28, 1973. At June 30, 1972, the loan amounted to approximately 
$5,240,000. For additional information, see Note M to Consolidated Financial Statements of Kay. 
The Credit and Security Agreement also required that the Kay Board of Directors be restructured to 
consist of nine Directors, of whom five were appointed by Ralli. This requirement, together with the 
establishment of the Voting Trust referred to in the next paragraph, resulted in Ralli’s acquisition of 
control of Kay. 

Stockholders entering into the Voting Trust Agreement appointed Anthonie C. Van Ekris, the 
President of Ralli, as Voting Trustee with full authority to vote the shares of Kay Common Stock 
owned by them. In addition, such stockholders also appointed Mr. Van Ekris and two other officers 
of Ralli as their proxies and directed them to vote such shares in favor of the Ralli Acquisition. The 
Voting Trust Agreement will terminate upon consummation of the Ralli Acquisition. 

Under the Option Agreement, Ralli agreed that it will, within 18 months of the consummation of 
the Ralli Acquisition, make a public tender offer for 750,000 shares (18% of the shares to be outstanding 
after the Ralli Acquisition) of Kay Common Stock at a price of $5.50 per share, unless the closing 
sales price of such stock on each of 30 consecutive business days within such 18-month period exceeds 
$5.50 per share. Stockholders entering into the Option Agreement granted to Ralli an 18-month option 
to purchase up to 250,000 (6% of the shares to be outstanding after the Ralli Acquisition) of their 
shares of Kay Common Stock at $5.50 per share. Ralli granted such stockholders an option to sell to 
Ralli up to 375,000 shares of Kay Common Stock at $5.50 per share if Ralli is not required to make 
the above-mentioned public tender offer. The obligation of Ralli to make the public tender offer and 
both options are subject to the consummation of the Ralli Acquisition. The purpose of the agreement 
requiring Ralli to make a public tender offer is to insure that all stockholders of Kay (not just those 
holding a majority of Kay’s presently outstanding shares) will have an opportunity to sell a portion 
of their Kay Common Stock at $5.50 per share. Ralli and Kay believe that if the closing price for the 
Kay Common Stock remains above $5.50 per share for 30 consecutive business days, stockholders of 
Kay, other than those who entered into the Option Agreement and have large blocks, will have had an 
adequate opportunity to sell their shares at or above such price. Accordingly, if the closing price for 
the Kay Common Stock on each of 30 consecutive business days exceeds $5.50 per share, Ralli will 
be relieved of its obligation to make a public tender offer. 

On February 29, 1972, which was prior to the execution of the Acquisition Agreement, subsidiaries 
of Kay sold to Ralli customer installment balances having an aggregate face value of $1,600,000 for 
$1,320,000, of which $1,160,000 was paid on March 9, 1972. The payment of the balance depends on 
collection results. The sale was the result of arms-length negotiations between the parties and was not 
contingent upon the execution of the Acquisition Agreement or any related document or the consumma¬ 
tion of any related transaction. 

Kay has agreed that it will, from time to time, at Kay’s expense, upon request from Ralli, cause 
the shares of Kay Common Stock to be received by Ralli upon consummation of the Ralli Acquisition 
to be registered under the Securities Act of 1933. Ralli presently anticipates that it will dispose of up 
to 750,000 shares of the Kay Common Stock to be received by it. Approximately 355,000 shares 
will be sold to key employees of Ralli (see “Management—Shareholdings”). Ralli has no definitive 
plans for the sale of the balance of such 750,000 shares. 

On July 5, 1972, Kay agreed to purchase Indiran Inc., another subsidiary of Ralli, from Ralli. 
Indiran is engaged in the business of importing, trading and processing edible nuts. It was not 
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included in the Ralli Acquisition because its acquisition by Ralli had not been completed at the time 
the letter of intent between Ralli and Kay with respect to the Ralli Acquisition was signed. Kay will 
purchase Indiran for $1,308,671 in cash, which is equal to the cost of Indiran to Ralli, plus $70,000 
as compensation to Ralli for arranging the acquisition. Kay will borrow the purchase price from Ralli 
on terms to be negotiated. Indiran will pay a dividend to Ralli prior to its acquisition by Kay equal 
to its net income earned subsequent to January 1, 1972. As of December 31, 1971, Indiran’s audited 
net worth was $907,000. For the twelve-month periods ended May 31, 1970 and 1971 and for the seven- 
month period ended December 31, 1971, Indiran’s audited sales were $4,430,000, $4,977,000 and 
$3,455,000, respectively, and its audited net income was $71,000, $168,000 and $161,000, respectively. 
For the five-month periods ended May 31, 1971 and 1972, Indiran’s sales were $1,942,000 and 
$1,639,000, respectively, and its net income was $98,000 and $101,000, respectively. The five-month 
figures are unaudited. 

In the future, Kay may compensate Ralli for arranging other acquisitions for Kay. 

Change in Kay Board and Management 

At the time of the execution of the Acquisition Agreement, the Credit and Security Agreement 
and the Voting Trust Agreement, the Board of Directors of Kay was restructured to consist of nine 
Directors, of whom five were appointed by Ralli. An Executive Committee of the Board was also 
appointed, consisting of five members, of whom three were appointed by Ralli. In addition, Mr. Kauf- 
mann was elected Chairman of the Board of Directors of Kay and chief operating officer of the jewelry 
and ladies clothing business, Mr. Van Ekris was elected President and chief executive officer of Kay 
and two other officers of Ralli were appointed Vice Presidents of Kay. For a description of Kay’s 
present management, see “Management”. 

Ralli presently intends to continue Kay’s present operations, except that unprofitable stores may 
be closed or sold. 

Other Terms of the Acquisition Agreement 

The obligations of Ralli under the Acquisition Agreement are subject to the receipt by Ralli of a 
ruling or opinion to the effect that it will recognize no gain or loss for Federal income tax purposes upon 
consummation of the Ralli Acquisition (Acquisition Agreement, Section 5(j)). The obligations of 
both parties are subject to the satisfaction of various other conditions, including the condition that the 
representations about financial and other matters be correct on the Closing Date (defined therein) 
(Acquisition Agreement, Sections 5 and 6). The information in this Proxy Statement indicates or 
contemplates that certain of such representations may not have been accurate, such as Kay’s representa¬ 
tion as to the adequacy of the tax reserves in financial statements furnished to Ralli, and that therefore 
certain conditions to the obligations of the parties may not be satisfied. The parties have agreed to 
waive satisfaction of all conditions which information in this Proxy Statement indicates or contemplates 
may not be satisfied. Neither party knows of any information not included in the Proxy Statement 
which would indicate that any other conditions will not be satisfied. The Acquisition Agreement may be 
terminated at any time prior to the Closing Date (a) by mutual consent of the Boards of Directors or 
the Executive Committees of Kay and Ralli, (b) by the Board of Directors or Executive Committee of 
Kay or of Ralli if conditions to closing have not been met by the other party and have not been waived 
by the terminating party, or (c) by either party if the closing has not taken place prior to August 31, 
1972 otherwise than by reason of the default of the terminating party (Acquisition Agreement, Section 9). 

The foregoing description of the Acquisition Agreement is qualified in its entirety by reference to 
the agreement itself, a copy of which is attached as Exhibit A to this Proxy Statement. 

AMENDMENTS TO CERTIFICATE OF INCORPORATION 

After consummation of the Ralli Acquisition, Kay will be involved in various activities not 
related to its jewelry store or other retail operations, and the Board of Directors of Kay believes that the 
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present name will no longer be appropriate. Accordingly, it recommends that Kay’s name be changed 
to “Kay Corporation”. 

The proposed new class of Serial Preferred Stock will consist of 1,000,000 shares, each with the 
par value of $1, and will rank senior to the Common Stock in respect of dividends and rights on 
liquidation. Shares of Serial Preferred Stock will be issuable in series designated from time to time by 
Kay’s Board of Directors, and the Board will have broad authority to determine whether the shares of 
any series will have voting rights, and if they are to have voting rights, whether such rights are full or 
limited, the amount to which such shares shall be entitled upon any liquidation of Kay (which amount 
is not limited by the proposed restated Certificate of Incorporation), the dividend rate on such shares, 
the redemption, sinking fund or similar terms and whether such shares will be convertible into Common 
Stock of Kay, and if so convertible, the conversion rate. 

In order to consummate the Ralli Acquisition, it is necessary to increase Kay’s authorized Common 
Stock to approximately 4,300,000 shares. The additional 5,700,000 shares of Common Stock to be 
authorized by the proposed amendment will be identical in all respects to the present shares. The 
designation of the present shares as “capital stock” will be changed to “Common Stock”. Such change 
will have no effect on the present shares, and certificates- representing such shares need not be altered in 
any respect or exchanged. For additional information with respect to Kay’s Common Stock, see 
“Description of Capital Stock”. 

The Kay Board of Directors believes that it is desirable to have authorized an amount of Common 
Stock in excess of that outstanding and to create the new class of Serial Preferred Stock in order to 
permit maximum flexibility in connection with any future financing plans or acquisitions. Very often 
an acquisition made for other than equity securities may have adverse tax consequences for the share¬ 
holders of the company being acquired. On the other hand, such a shareholder may want a fixed- 
income security. Therefore, Kay needs to have both preferred and common stock available for 
use in acquisitions. In addition, the Board considers it desirable that Kay have the flexibility of 
being able to consummate proposed acquisitions as expeditiously as possible, without the expense and 
potential delay involved in holding special shareholder meetings for approval of successive amendments 
to its Certificate of Incorporation in order to authorize the stock to be issued in connection with specific 
acquisitions. Such ability to act expeditiously may be necessary if possible acquisition opportunities 
are not to be lost. Kay would also have the added flexibility of being able to issue additional shares 
of preferred or common stock for cash, depending upon capital needs and market conditions. No 
final decisions have been made as of the date of this Proxy Statement with respect to future financings or 
acquisitions in which the Serial Preferred or Common Stock will be issued, although Kay is engaged 
in discussions or negotiations with other companies which could lead to acquisitions in the future, 
as described under “Description of Kay’s Business—Possible Acquisitions”. Neither Common nor 
Preferred shareholders will have preemptive rights in respect of the shares of Serial Preferred Stock 
proposed to be so authorized. 

The proposed restatement of Kay s Certificate of Incorporation will include a new indemnification 
provision (see Section Ninth of Article II of Exhibit B hereto) which will make it clear that Directors, 
officers, employees and agents of Kay may be accorded the fullest rights and privileges of indemnification 
by Kay available under Section 145 of the Delaware General Corporation Law, a copy of which is 
attached as Exhibit C hereto. The present indemnification provisions in Kay’s Certificate of Incor¬ 
poration, which were adopted prior to the enactment of Section 145 in its present form, do not permit 
indemnification in respect of matters for which a Director or officer shall have been found to be liable 
for negligence, whereas the new provision will have the effect of permitting indemnification for expenses 
(including attorneys’ fees) and, in certain cases, judgments, fines and settlements, whether or not the 
person indemnified acted negligently, if such person acted in good faith and in a manner reasonably 
believed to be in, or not opposed to, the best interests of Kay, subject to certain limitations. The new 
provision will make it mandatory that Kay indemnify Directors, officers and employees, and Kay will 
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have authority to indemnify agents and to purchase liability insurance covering Directors, officers, em¬ 
ployees and agents. The amendment with respect to indemnification will not be applied retroactively 
to any action or proceeding presendy existing, but would apply to any action or proceeding commenced 
after the date of the amendment which arises out of an event occurring prior to such date. Neither Kay’s 
management nor Ralli’s management knows of any past event which is likely to give rise to any action 
or proceeding in respect of which indemnification may be sought. 

The restatement of the Certificate of Incorporation will not effect any other material substantive 
changes. 


CAPITALIZATION 

The following table sets forth (1) the consolidated capitalization of Kay at February 29, 1972, 
(2) the combined capitalization of the Ralli Subsidiaries at March 31, 1972 and (3) the pro forma 
combined capitalization of Kay and the Ralli Subsidiaries, after giving effect to the proposed Ralli 
Acquisition. For an explanation of the accounting treatment of the Ralli Acquisition, see the Note 
to the Pro Forma Combined Balance Sheet. 

Outstanding 


Kay 

Short-term debt . $ 3,416,000(A) 

Long-term debt: 

5Vi%-6% notes due 1973-1978 .. 245,000 

5 V 2 % subordinated debentures due 

1973-1981 . 1,275,000 

AVi% mortgage loan due 1973-1976 125,000 

Total debt. $ 5,061,000 

Minority interests. $ 757,000 

Stockholders’ equity(C): 

Common Stock—par value $1 per 
share (authorized 2,000,000 
shares; issued and outstanding 

1,365,457 shares) (D) . $ 1,365,000 

Capital stock . — 

Additional paid-in capital. 10,623,000 

Retained earnings (deficit) . (429,000) 

Total stockholders’ equity. $11,559,000 

Total capitalization. $17,377,000 


Ralli 

Subsidiaries 


$13,381,000(B) 


$13,381,000 
$ 95,000 


$ — 
1,393,000 
118,000 
1,998,000(E) 
$ 3,509,000 

$16,985,000 


Pro Forma 
Combined 


$16,797,000 

245,000 

1,275,000 
125,000 
$18.442,000 
$ 852,000 


$ 4,265,000 

3,049,000 
1,998,000(E) 
$ 9,312,000 

$28,606,000 


(A) Includes $3,178,000 of loans from a commercial finance company, bearing interest at the rate 
of 12% per annum, which were repaid on March 9, 1972 with the proceeds of a portion of the 
loan to Kay by Ralli referred to under “Description of the Ralli Acquisition—Related Transactions” 
and in Note M to the Consolidated Financial Statements of Kay. The balance of Kay's short-term 
debt consists of the current portion of long-term debt. On June 30, 1972, Kay’s short-term debt 
(other than the current portion of long-term debt) amounted to approximately $5,240,000, all 
of which had been borrowed from Ralli. 

(B) Consists of amounts payable to banks, bearing interest at a weighted average rate of 5?4% per 
annum. On June 30, 1972, the Ralli Subsidiaries’ short-term debt amounted to approximately 
$11,712,000. 

(C) See the Note to the Pro Forma Combined Balance Sheet for information with respect to the 
accounting treatment of the Ralli Acquisition. See “Amendments to Certificate of Incorporation” 
for information with respect to the proposed authorization of Serial Preferred Stock, increase in 
authorized Common Stock and change of the designation of the presently outstanding shares to 
“Common Stock”. 
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(D) Excludes 130,230 shares held in Kay’s treasury. In addition, 86,751 shares were reserved for 
issuance upon exercise of options granted or to be granted under Kay’s stock option plans. 

(E) As permitted under the Acquisition Agreement, the Ralli Subsidiaries Will pay dividends to Ralli 
prior to the consummation of the Ralli Acquisition in amounts approximately equal to their net 
income earned since January 1, 1972. The retained earnings shown above include $135,000 of net 
income earned between January 1, 1972 and March 31, 1972. 

(F) Kay and the Ralli Subsidiaries hold leases for store properties, office space and a warehouse 
expiring on various dates to 1991 at a total annual base rental of $2,040,000 and decreasing amounts 
thereafter. See Note J to the Consolidated Financial Statements of Kay and Note 5 to the Combined 
Financial Statements of the Ralli Subsidiaries for additional information with respect to lease 
obligations. 


COMPARATIVE PER SHARE DATA 

Historical and Pro Forma Results of Operations 

As reflected in Kay’s Consolidated Statement of Operations, Kay’s net loss for the year ended 
February 29, 1972 was $1.07 per share, after giving effect to losses on discontinued operations and 
inventory losses aggregating $.77 per share. Based on the Pro Forma Combined Statement of Operations, 
after giving effect to the Ralli Acquisition, the pro forma combined loss per share would have been $.22. 
See the Pro Forma Combined Statement of Operations. 

Historical and Pro Forma Book Values 

Kay’s book value per share of Common Stock outstanding on February 29, 1972 was $8.50, of 
which net tangible assets represented $6.79. Based on the Pro Forma Combined Balance Sheet, after 
giving effect to the Ralli Acquisition, the book value per share of Kay on that date would have been 
$2.15, consisting only of tangible assets. See the Pro Forma Combined Balance Sheet. 

Dividends 

Kay has not paid any cash dividends since September 25, 1968. Kay paid a 2% stock dividend 
on December 31, 1968. Future cash dividends will be paid if, and to the extent, future earnings are 
considered sufficient by Kay’s Board of Directors. 


MARKET PRICES OF KAY COMMON STOCK 


Set forth below for the periods indicated are the high and low sale prices for the Common Stock of 
Kay on the American Stock Exchange: 



High 

Low 


High 

Low 

1970: First Quarter . 

63/8 

4% 

1971: Second Quarter 

4% 

3 

Second Quarter .... 

4% 

314 

Third Quarter. 

314 

214 

Third Quarter. 

3% 

2 1 * 3 A 

Fourth Quarter. 

2 3 4 

1% 

Fourth Quarter .... 

3% 

214 

1972: First Quarter(l) ... 

714 

214 

1971: First Quarter . 

414 

214 

Second Quarter 

12% 

6 


(1) The reported high and low per share sales prices during the period from January 1, 1972 through 
February 4, 1972 (the last day of the week preceding the announcement of the proposed acquisi¬ 
tion of the Ralli Subsidiaries) were 314 and 2Vb, during the week ended February 11, 1972 (the 

date of such announcement) were 414 and 2 s /a and during the period from February 14 through 
March 31, 1972 were 714 and 414. 

The reported last sale price on such Exchange on July 6, 1972 was $9. 


9 















KAY JEWELRY STORES, INC. AND SUBSIDIARY COMPANIES 

CONSOLIDATED STATEMENT OF OPERATIONS 

The following consolidated statement of operations of Kay Jewelry Stores, Inc. and subsidiary 
companies for the five years ended February 29, 1972 has been examined by Touche Ross & Co., 
independent certified public accountants, whose report (which is qualified as stated therein) appears 
elsewhere in this Proxy Statement. The statement should be read in conjunction with the other finan¬ 
cial statements and related notes included elsewhere in this Proxy Statement. 

Year ended February 28 or 29 (Note 1) 



1968 

1969 

1970 

1971 

1972 

Continuing operations: 

Income: 

Net sales . 

$32,026,036 

$32,727,266 

$34,885,411 

$31,880,369 

$28,894,206 

Service fees, dividends, interest and 
other income . 

2,055,058 

2,348,586 

1,895,668 

1,573,480 

1,050,348 


34,081,094 

35,075,852 

36,781,079 

33,453,849 

29,944,554 

Costs and expenses (Note 3): 

Cost of sales (including buying and 
occupancy expenses) . 

20,465,648 

20,759,302 

22,125,935 

20,134,708 

19,132,711 

Administrative, publicity and selling ex- 
penses . 

11,221,619 

11,935,354 

12,048,121 

11,196,322 

9,545,335 

Provision for doubtful accounts (Note 
4) . 

825,489 

943,878 

908,210 

983,780 

768,575 

Interest expense (Note 5) . 

1,165,428 

1,445,323 

1,729,852 

1,513,572 

927,702 


33,678,184 

35,083,857 

36,812,118 

33,828,382 

30,374,323 

Earnings (loss) from continuing operations 
before income taxes . 

402,910 

(8,005) 

(31,039) 

(374,533) 

(429,769) 

Provision (credit) for income taxes (Note 
6): 

Current . 

474,500 

423,400 

86,000 

116,000 

200,000 

Deferred . 

(266,000) 

(353,900) 

(37,000) 

(203,000) 

(225,000) 


208,500 

69,500 

49,000 

(87,000) 

(25,000) 

Earnings (loss) from continuing 
operations . 

194,410 

(77,505) 

(80,039) 

(287,533) 

(404,769) 

Provision for specific inventory losses, net 
of income taxes of $490,000 (Note 7) 

— 

— 

— 

— 

(835,000) 

Earnings (loss) from discontinued operations, 
net of income taxes (Note 8) . 

36,888 

12,818 

108,410 

(105,784) 

(220,674) 

Earnings (loss) before extraordin¬ 
ary items . 

231,298 

(64,687) 

28,371 

(393,317) 

(1,460,443) 

Extraordinary items, net of income taxes 
(Note 9) . 

259,142 

105,526 

— 

(215,000) 

— 

Net earnings (loss) . 

$ 490,440 

$ 40,839 

$ 28,371 

$ (608,317) 

$(1,460,443) 

Earnings (loss) per share of capital stock 
(Note 10): 

Before extraordinary items: 

Continuing operations . 

$ .14 

$ (.06) 

$ (.06) 

$ (.21) 

$ (.30) 

Provision for specific inventory losses .. 

— 

— 

— 

— 

(.61) 

Discontinued operations . 

.03 

.01 

.08 

(.08) 

(.16) 


.17 

(.05) 

.02 

(.29) 

(1.07) 

Extraordinary items . 

.19 

.08 

— 

(.16) 

— 

Net earnings (loss) . 

$ .36 

$ .03 

$ .02 

$ (.45) 

$ (1.07) 

Average number of shares outstanding (Note 
10) . 

1,354,692 

1,365,457 

1,365,457 

1,365,457 

1,365,457 
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KAY JEWELRY STORES, INC. AND SUBSIDIARY COMPANIES 

NOTES TO CONSOLIDATED STATEMENT OF OPERATIONS 


1. Operations of subsidiaries purchased (which acquisitions were not significant) during the periods 
have been included in the consolidated statement of operations from the respective dates of acquisi¬ 
tion. 

2. See Note A to Consolidated Financial Statements of Kay with respect to the basis of accounting. 

3. Depreciation and amortization expenses were: 1968—$751,329; 1969—$626,830; 1970— 
$604,279; 1971—$543,627; and 1972—$487,640. 

4. The provision for doubtful accounts for the year ended February 29, 1972 includes a loss of 
approximately $280,000 resulting from the sale of certain customer installment balances to Ralli 
America Inc. 

5. Interest expense includes interest on long-term indebtedness in the following amounts: 1968— 
$360,000; 1969—$430,000; 1970—$460,000; 1971—$390,000; and 1972—$125,000. 

6. The provisions for income taxes for the years ended February 28, 1970, 1971 and 1972 have been 
computed on a consolidated basis for Federal income tax purposes because Kay files consolidated 
Federal income tax returns, and on an individual company basis for state income tax purposes. 
Unusual relationships between the provision for income taxes and earnings or loss before income 
taxes for these periods result primarily from state income tax provisions being recorded for 
companies having earnings, while no credit for state income taxes is recorded for those companies 
having losses because many states in which Kay operates do not have loss carryforward provisions. 

Prior to 1970, income taxes, including Federal income taxes, were computed on an individual 
basis for each company included in the consolidated financial statements because each company 
filed an individual Federal return. Accordingly, the unusual relationship between the consolidated 
provision for income taxes and loss before taxes for the year ended February 28, 1969 resulted 
because certain profitable companies paid Federal taxes at the higher corporate rates while un¬ 
profitable companies recognized a Federal tax credit only at the lower corporate rates. In addition, 
as stated above, many states in which Kay operates do not have loss carryforward provisions; 
therefore, no state tax credits were recorded for losses incurred in such states. 

Substantial Federal income tax deficiencies have been proposed by the Internal Revenue Service 
covering periods prior to March 1, 1968. See Note L to Consolidated Financial Statements of Kay 
for additional information. The ultimate effect, if any, of such alleged deficiencies on the results 
of operations or financial position of Kay is not presently determinable. 

7. As a result of management decisions during 1972 following changes in market demands, substantial 
markdowns of specific inventory were taken at February 29, 1972 to recognize that specific inventory 
may not be readily saleable and to provide for the reduced selling prices which will be necessary in 
order to dispose of specific types of watches which management has decided to discontinue. 

8. Included as discontinued operations are the operations to date of disposition of four wholly-owned 
subsidiaries which were sold during the year ended February 28, 1969, discussed in Note 9, 30 units 
which were closed during the period from February 1971 to April 1971, discussed in Note 9, a 
division which was sold in February 1971 and 15 jewelry store units which were sold in June 1971. 



1968 


1969 


1970 


1971 


1972 


Net sales... 

Provision (credit) for income taxes 
Net earnings (loss) . 


$10,700,000 $9,900,000 $9,000,000 $8,900,000 $1,050,000 

46,500 30,500 86,000 ( 60,000) (140,000) 

36,888 12,818 108,410 (105,784) (220,674) 
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KAY JEWELRY STORES, INC. AND SUBSIDIARY COMPANIES 

NOTES TO CONSOLIDATED STATEMENT OF OPERATIONS—(Continued) 

Amounts in the consolidated statement of operations for the four years ended February 28, 
1971 have been restated from previously published amounts in order to eliminate from the results 
of continuing operations the results of operations which have been discontinued since such previous 
publication. 

9. The extraordinary gain for the year ended February 29, 1968 represents the gain, net of income 
taxes of $86,380, realized by Kay from the sale of its investment in 11 associated corporations 
operating in California. 

The extraordinary gain for the year ended February 28, 1969 represents the gain, net of income 
taxes of $276,000, realized by Kay from the sale of its investment in four wholly-owned subsidiary 
companies. The income taxes were calculated using the cost basis of carrying the investment, while 
the equity basis had been used for financial reporting purposes. 

The extraordinary loss for the year ended February 28, 1971 represents a provision for estimated 
losses, net of income taxes of $210,000, to be incurred from the closing during the period from 
February 1971 to April 1971 of 20 jewelry stores and 10 leased jewelry departments. 

10. Per share data is based on the average number of shares outstanding during the respective periods 
after giving effect to a 2% stock dividend paid in the year ended February 28, 1969. The effect of 
stock options has not been dilutive in any period. 

11. Kay has paid the following cash dividends during the periods presented: 1968—$661,093 (50 cents 
per share); and 1969—$334,585 (25 cents per share). 


The principal factors causing the decline in Kay’s sales and profitability have been the lack of 
sufficient working capital, high interest rates and the decline of, and consequent cost of closing or 
relocating, downtown stores. Substantial amounts of working capital are necessary in Kay’s operations to 
finance inventory build-up in anticipation of peak seasonal sales periods occurring in November and 
December. In recent years, Kay has been able to borrow funds for such purpose only through short-term 
borrowings at high interest rates from a commercial finance company, which were secured by accounts 
receivable. As credit sales declined, the amount of accounts receivable also declined, reducing further 
Kay’s borrowing ability. Kay reduced borrowings from in excess of $8,000,000 in March 1971 to less 
than $4,000,000 in March 1972. This reduction forced Kay to sell 15 profitable jewelry stores, limited 
its ability to build up inventories for peak seasons and delayed the relocation of certain downtown stores, 
all of which further reduced Kay’s sales. During its fiscal year ended February 29, 1972, Kay closed 
20 stores and sold an additional three stores, all of which were unprofitable. 

In connection with the closing and selling of units discussed in the preceding paragraph and in 
Note 8 above and as a result of changes in market demands, it became apparent to Kay’s management 
during 1972 that Kay’s inventory included substantial quantities of merchandise which is not readily 
saleable at normal selling prices. Management intends to dispose of this inventory at significantly reduced 
selling prices. Further, management decided during 1972 to discontinue carrying specific styles and types 
of watches, which will be sold at substantially discounted prices. To recognize these factors, substantial 
markdowns of specific inventory were taken during the year ended February 29, 1972, the total of which 
is presented in the Consolidated Statement of Operations of Kay as a provision for specific inventory 
losses (see Note 7 above). 
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R. E. B. WILLCOX & CO. (NEW YORK), INC. AND SUBSIDIARIES 
BALFOUR, MACLAINE INTERNATIONAL LTD. AND SUBSIDIARIES 
VAN EKRIS & STOETT, INC. AND SUBSIDIARIES 
THE FRITZ & LA RUE COMPANY AND SUBSIDIARY 
NAUMANN, GEPP & CO., INC. 

COMBINED STATEMENT OF INCOME 

The following combined statement of income of the five above-named subsidiaries of Ralli America 
Inc. for the year ended December 31, 1971 has been examined by Arthur Young & Company, indepen¬ 
dent certified public accountants, whose report with respect thereto appears elsewhere herein. The income 
statements of Balfour, Maclaine international Ltd. and subsidiaries for the two years ended September 30, 
1970 and of R.E.B. Willcox & Co. (New York), Inc. and subsidiaries, Van Ekris & Stoett, Inc. and 
subsidiaries, and The Fritz & La Rue Company for the two years ended December 31, 1970 were 
examined by other independent accountants whose reports with respect thereto appear elsewhere herein. 
The income statement of Naumann, Gepp & Co., Inc. for the two years ended December 31, 1970 is 
unaudited and is not material to the combined statement of income. The combination of the combined 
statement of income for the two years ended December 31, 1970 has been reviewed by Arthur Young & 
Company, independent certified public accountants, as explained in their report appearing elsewhere 
herein. The information for the two years ended December 31, 1968 is unaudited but includes all 
adjustments which the companies consider necessary for a fair presentation of the results of operations 
for these periods. This statement should be read in conjunction with the other combined financial state¬ 
ments of the companies appearing elsewhere herein. 


Year ended December 31(a) 


1967 

1968 

1969 

1970 

1971 


Revenues: 

Net sales . 

Commissions, fees and miscellaneous income 
Interest income . 

(Unaudited) 

$43,717,546 

853,687 

73,717 

(Unaudited) 

$69,667,872 

1,400,395 

157,952 

$86,077,474 

1,468,193 

423,599 

$100,079,284 

1,714,656 

357,335 

$100,910,561 

1,845,752 

179,855 



44,644,950 

71,226,219 

87,969,266 

102,151,275 

102,936,168 

Costs and expenses(b): 

Cost of sales . 

Selling, general and administrative expenses 
Interest expense, principally on short-term 
bank loans . 

42,704,470 

1,459,993 

245,394 

67,830,827 

2,407,041 

411,169 

83,444,473 

2,804,377 

731,249 

97,633,552 

2,949,451 

619,752 

98,344,397 

2,952,486 

624,130 


44,409,857 

70,649,037 

86,980,099 

101,202,755 

101,921,013 

Income before income taxes, minority 
interest and extraordinary item .. 
Provision for income taxes(c) . 

235,093 

101,238 

577,182 

272,353 

989,167 

510,451 

948,520 

498,488 

1,015,155 

462,499 

Income before minority interest and extraor¬ 
dinary item . 

Minority interest in subsidiaries’ profit (loss).. 

133,855 

(6,895) 

304,829 

7,088 

478,716 

19,718 

450,032 

16,812 

552,656 

24,354 

Income before extraordinary item .. 
Income tax reduction resulting from utilization 
of loss carryovers (c) . 

140,750 

297,741 

458,998 

55,840 

433,220 

12,202 

528,302 

Net income . 

$ 140,750 

$ 297,741 

$ 514,838 

$ 445,422 

$ 528,302 



(a) Balfour, Maclaine International Ltd. and subsidiaries had a September 30 fiscal year prior to 1971. 
Consequently, the statement of income of Balfour, Maclaine International Ltd. and subsidiaries for 
the four years ended September 30, 1970 has been included in the combined statement of income 
for the four years ended December 31, 1970. 

(b) Depreciation, computed principally on a straight-line basis, was $8,995 in 1967, $17,221 in 1968, 
$25,796 in 1969, $34,077 in 1970 and $51,215 in 1971. 

(c) See Note 6 to Combined Financial Statements of the Ralli Subsidiaries for information regard¬ 
ing income taxes. 
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Earnings of the Ralli Subsidiaries in 1970 were lower than in 1969 primarily because of a prolonged 
strike in the United States rubber industry during which rubber operations were conducted at a loss. The 
carpet business also suffered a loss in 1970. The lower gross profit margin in 1971, compared with 
1969, is primarily the result of the narrowing of margins in commodities trading, particularly coffee. 

For the five months ended May 31, 1972, the Ralli Subsidiaries had revenues of $45,576,000 and net 
income of $237,000, as compared with revenues of $41,559,000 and net income of $196,000 for the 
five months ended May 31, 1971. Such amounts are unaudited but include all adjustments which the 
Ralli Subsidiaries consider necessary for a fair presentation of the results of operations for these periods. 
Interim results are not necessarily indicative of results for the full year. 


14 










R. E. B. WILLCOX & CO. (NEW YORK), INC. AND SUBSIDIARIES 
BALFOUR, MACLAINE INTERNATIONAL LTD. AND SUBSIDIARIES 
VAN EKRIS & STOETT, INC. AND SUBSIDIARIES 
THE FRITZ & LA RUE COMPANY AND SUBSIDIARY 
NAUMANN, GEPP & CO., INC. 
and 

KAY JEWELRY STORES, INC. AND SUBSIDIARY COMPANIES 

PRO FORMA COMBINED STATEMENT OF OPERATIONS (UNAUDITED) 

The following unaudited pro forma statement of operations combines the combined statement of 
income of the above-named subsidiaries of Ralli America Inc. for the year ended December 31, 1971, 
with the consolidated statement of operations of Kay Jewelry Stores, Inc. and subsidiary companies 
for the year ended February 29, 1972. This statement should be read in conjunction with the other 
financial statements appearing elsewhere herein. This statement is not necessarily indicative of the 
results that might have occurred during the period presented or may be achieved in the future. 


Continuing operations: 

Revenues: 

Net sales . $129,805,000 

Service fees, commissions, dividends, interest and other income. 3,076,000 

132,881,000 

Costs and expenses: 

Cost of sales . 117,477,000 

Selling, general and administrative. 13,291,000 

Interest . 1,552,000 

132,320,000 

561,000 

Provision for income taxes. 437,000 

Income from continuing operations. 124,000 

Provision for specific inventory losses, net of income taxes. (835,000) 

Loss on discontinued operations, net of income taxes. (221,000) 

Net loss . $ (932,000) 

Average number of common shares outstanding (a) . 4,265,457 

Per share of common stock (a): 

Income from continuing operations. $ .03 

Provision for specific inventory losses. (-20) 

Loss from discontinued operations . (.05) 

Net loss . $ (.22) 


(a) Per share data is based on the average number of Kay shares outstanding during the year 
ended February 29, 1972, plus the 2,900,000 Kay shares to be issued upon consummation of the 
proposed Ralli Acquisition. 
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R.E.B. WILLCOX & CO. (NEW YORK), INC. AND SUBSIDIARIES 
BALFOUR, MACLAINE INTERNATIONAL LTD. AND SUBSIDIARIES 
VAN EKRIS & STOETT, INC. AND SUBSIDIARIES 
THE FRITZ & LA RUE COMPANY AND SUBSIDIARY 
NAUMANN, GEPP & CO., INC. 
and 

KAY JEWELRY STORES, INC. AND SUBSIDIARY COMPANIES 

PRO FORMA COMBINED BALANCE SHEET (UNAUDITED) 

The following unaudited pro forma combined balance sheet combines the combined balance sheet 
of the above-named subsidiaries of Ralli America Inc., at December 31, 1971, with the consolidated 
balance sheet of Kay Jewelry Stores, Inc. at February 29, 1972, on the basis described in the Note 
below, giving effect to the pro forma adjustments explained therein. This statement should be read in 
conjunction with the other financial statements appearing in this Proxy Statement. 



Ralli 

Pro forma 

Pro forma 

ASSETS 

Subsidiaries 

Kay adjustments 

(In thousands of dollars) 

combined 


Current assets: 





Cash . 

$ 2,479 

$ 235 


$ 2,714 

Accounts receivable . 

10,902 

7,232 

$ (300)(a) 

17,834 

Inventories . 

10,542 

7,753 

(300)(a) 

17,995 

Prepayments . 

432 

408 


840 

Due from affiliates . 

708 



708 

Total current assets . 

25,063 

15,628 

(600) 

40,091 

Fixed assets, net. 

224 

3,181 

(2,224)(a) 

1,181 

Other assets . 

304 

595 


899 

Goodwill . 


2,289 

(2,289)(b) 



$25,591 

$ 21,693 

$ (5,113) 

$42,171 

LIABILITIES AND STOCKHOLDERS* EQUITY 



Current liabilities: 





Notes and acceptances payable .......... 

$ 10,886 

$ 3,413 


$ 14,299 

Accounts payable and accrued liabilities .. 

10,009 

2,977 

$ 300 (c) 

13,286 

Due to affiliates. 

1,102 



1,102 

Current income taxes. 

125 

460 


585 

Deferred income taxes ... 


656 

(656) (b) 


Provision for store closings . 


225 

1,000 (d) 

1,225 

Total current liabilities. 

22,122 

7,731 

644 

30,497 

Long-term debt. 


1,645 


1,645 

Minority interests . 

95 

757 


852 

Stockholders’ equity: 





Capital stock.. 

1,393 

1,365 

1,507 (e) 

4,265 

Additional paid-in capital. 

118 

10,623 

(7,692)(e) 

3,049 

Retained earnings (deficit) . 

1,863 

(428) 

428 (e) 

1,863 

Total stockholders’ equity. 

3,374 

11,560 

(5,757) 

9,177 


$25,591 

$ 21,693 

$ (5,113) 

$42,171 


Note —In accordance with Accounting Principles Board Opinion No. 16, the proposed acquisition 
will be accounted for as a purchase with the Ralli Subsidiaries being treated as the acquiring business, 
since more than 50% of the Kay shares outstanding after the acquisition will be owned by the 
shareholder of the Ralli Subsidiaries. The net assets of Kay will be revalued to equal the market 
value of Kay’s outstanding shares at the time the acquisition was announced, plus the direct costs of the 
acquisition. Such revaluation will not be finalized until management’s plans for the future are completed. 
However, the preliminary pro forma adjustments show how the acquisition would be reflected based on 
the facts available now and include (a) the revaluation of accounts receivable, inventories and fixed 
assets, (b) the elimination of goodwill and deferred income taxes, (c) the accrual of estimated direct 
costs of the acquisition, (d) a provision for additional store closings and (e) the proposed issuance 
of 2,900,000 shares of Kay Common stock and the related reduction of additional paid-in capital and 
elimination of Kay’s deficit from operations. 

As described in Note L to Kay’s Consolidated Financial Statements, substantial Federal income tax 
deficiencies have been proposed by the Internal Revenue Service covering periods prior to March 1, 
1968 and the Federal income tax returns for the two years ending February 28, 1970 are currently being 
examined. At the time final settlements are reached for all periods prior to the consummation of the 
Ralli Acquisition, the revaluation of Kay’s net assets will have to be reexamined and adjusted accordingly. 
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DESCRIPTION OF KAY’S BUSINESS 

Kay and its subsidiaries are in the business of operating retail jewelry stores and retail ladies 
ready-to-wear clothing stores. As of June 1, 1972, Kay operated 107 jewelry stores, principally under the 
names “Kay”, “Rudolph” and “De Roy’s”, and 48 ladies clothing stores, principally under the names 
“Tweed” and “Casual Colony”. Set forth below are the locations of the jewelry and ladies clothing 
stores operated by Kay as of June 1, 1972: 


State 

Pennsylvania . 
New York ... 
Maryland .... 
Massachusetts 

Indiana . 

Texas . 

Kentucky .... 
North Carolina 

Georgia . 

Tennessee ... 


Jewelry 

Stores 

18 

25 

6 

12 

7 

0 

6 

6 

6 

6 


Ladies 

Clothing 

Stores 

19 

0 

8 

1 

3 

9 

1 

0 

0 

0 


State 

Connecticut . 

Ohio. 

Florida. 

Rhode Island. 

Virginia . 

West Virginia. 

Illinois . 

District of Columbia 


Ladies 

Jewelry Clothing 
Stores Stores 


4 

0 

3 

2 

1 

2 

2 

1 


Total . 107 


3 

0 

1 

1 

0 

0 

0 

48 


During the fiscal year ended February 29, 1972, 52 of the above jewelry stores and 23 of the above 
ladies clothing stores operated at a loss. In March 1972, management of Kay decided to sell or close 
seven of the above jewelry stores, all of which are unprofitable. Five are located in New York state, 
one in Kentucky and one in Massachusetts. 

The amounts of Kay’s net sales and revenues and earnings (loss) before extraordinary items attribu¬ 
table to its jewelry, ladies clothing and other operations are set forth below: 

Fiscal year ended February 28 or 29 


Net sales: 

Continuing operations: 


Ladies clothing stores 
Other . 


Discontinued operations( 1) 


Total . $ 42,726 


Earnings (loss)(2): 
Continuing operations: 


Ladies clothing stores 
Other. 


Discontinued operations (1) ..... 

Provision for specific inventory losses, net of taxes of 

$490,000(1) . 

Credit (provision) for taxes. 


Earnings (loss) before extraordinary items ... $ 


1968 

1969 

1970 

1971 

1972 


(In thousands of dollars) 


$ 27,006 
3,980 
1,040 

$27,411 

4,116 

1,200 

$ 26,906 
6,529 
1,450 

$23,818 

6,262 

1,800 

$ 19,424 
6,532 
2,938 

32,026 

10,700 

32,727 

9,900 

34,885 

9,000 

31,880 

8,900 

28,894 

1,050 

$ 42,726 

$ 42,627 

$ 43,885 

$ 40,780 

$ 29,944 

$ 167 

150 

86 

$ 160 
(254) 
86 

$ 161 
(305) 
113 

$ (373) 

(140) 
138 

$ (745) 

49 
266 

403 

83 

(8) 

43 

(31) 

194 

(375) 

(165) 

(430) 

(360) 

(255, 

(100) 

(135) 

147 

(835) 

165 

$ 231 

$ (65) 

$ 28 

$ (393) 

$ (1,460) 


(1) The discontinued operations and the provision for specific inventory losses relate primarily to the 
jewelry stores. See Note 7 to Consolidated Statement of Operations of Kay and the second para¬ 
graph following such Notes for additional information on the provision for specific inventory losses. 

(2) Before extraordinary items. 

For a discussion of factors affecting net sales and earnings, see the paragraph following the Notes to 
Consolidated Statement of Operations of Kay. 
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The following table sets forth the number of stores opened, acquired and closed during the past five 
fiscal years and the three months ended June 1, 1972: 


Jewelry Stores( 1) Ladies Clothing Stores 


Fiscal 

year 

ended 

February 28 or 29 

Opened or 
acquired(2) 

Closed 
or sold(2) 

Balance 
at end of 
period 

Opened or 
acquired(2) 

Closed(2) 

Balance 
at end of 
period 

1968 . 

13 

15 

156 

2 

i 

30 

1969 . 

15 

13 

158 

18 

2 

46 

1970 . 

7 

25 

140 

3 

7 

42 

1971 . 

6 

12 

134 

3 

2 

43 

1972 . 

9 

36 

107 

6 

2 

47 

Three months 
ended June 1, 
1972 . 

3 

3 

107 

1 

0 

48 


(1) Leased jewelry departments in discount and department stores are not included in the above table. 
During the period shown, the largest number of such departments which were open at any one time 
was 16. The last 10 of such departments were closed during March and April 1971, and their 
operations are included in discontinued operations in Kay’s Consolidated Statement of Operations 
and in the table in the preceding paragraph. 

(2) The relocation of a store is shown as an opening and a closing. The operations of 35 stores which 
were closed or sold during 1971 and 1972 are included in discontinued operations in Kay’s 
Consolidated Statement of Operations and in the table in the preceding paragraph. Most other 
store closings were routine closings of smaller stores or relocations. 

Jewelry Store Operations 

The merchandise sold by the jewelry stores includes those items usually sold in the general retail 
jewelry business and is principally in the medium price range. Diamond rings, diamond jewelry, other 
rings, other jewelry and watches accounted for approximately 86% of the gross sales of the jewelry stores 
for the fiscal year ended February 29, 1972. The remaining 14% of gross sales was derived from sales 
of such items as silverware, dinnerware, clocks, giftware, cameras, radios and general merchandise and 
from watch and jewelry repairs. Nationally known brands of merchandise are featured. 

Of the 107 jewelry stores operated on June 1, 1972, 32 were located in downtown business areas 
of cities and the rest were in suburban and regional shopping centers. Over the years there has been 
a trend to relocate downtown stores and to open new stores in suburban and regional shopping centers. 
The operation of departments in discount and department stores was discontinued in May 1971 because 
they were unprofitable. 

All of Kay’s stores offer installment credit payment plans and most stores offer revolving charge 
accounts and bank credit card plans. Its credit sales have averaged 62% of total sales during the 
past two years. The provision for doubtful accounts for Kay’s fiscal year ended February 29, 1972 
was $769,000, substantially all of which related to jewelry sales. 

The jewelry business is highly competitive. In most areas, Kay’s stores are in direct competition 
not only with other jewelry stores, but also with department stores, specialty stores and discount houses. 
The jewelry business is highly seasonal and over the past five years Kay has made an average of 35% 
of its annual jewelry sales during November and December. 

For information with respect to a substantial provision for inventory losses, see Note 7 to Con¬ 
solidated Statement of Operations of Kay and the second paragraph following such Notes. 

In addition, Kay realized a loss of approximately $100,000 in May 1972 from the bulk sale of 
accounts receivable in connection with a store closed during May. 
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Kay is not a party to any long-term or material supply contracts for jewelry or ladies clothing and 
believes its sources of supply are adequate. 

Ladies Clothing Store Operations 

The ladies clothing stores are specialty stores principally featuring fashion clothing and sportswear 
including coats, suits, dresses, skirts, slacks, sweaters and blouses. Most of these stores are located in 
suburban and regional shopping centers where they sell, for the most part, merchandise in the medium 
price range. The majority of the sales are for cash; however, some stores offer revolving charge accounts. 
All stores offer bank credit card plans. 

The ladies fashion business is highly competitive and the stores compete with other specialty shops 
and with department stores. Sales of ladies clothing are seasonal, and the stores experience their best 
sales volumes in the early spring, early fall and Christmas seasons. 

Other Operations 

Kay is also engaged to a limited extent in manufacturing optical supplies and selling jewelry whole¬ 
sale. 

Central Coordination and Supervision 

The operation of all jewelry and ladies clothing stores is supervised by store supervisors who are 
responsible for from three to 16 stores. Purchasing for most stores is centralized, and substantially 
all purchasing for the jewelry stores is done by a wholly-owned subsidiary. Merchandising policies 
of all stores are coordinated from the home office. The home office provides services for all the 
stores in such fields as tax, insurance, consumer credit, statistical analysis, budgeting, forecasting, 
personnel, selection and leasing of store properties, store planning and construction, display, sales 
promotion, general research on merchandising and store operating problems and accounting systems 
and methods. It also provides advertising services for most of the jewelry stores. Kay maintains a 
computer-equipped central accounting office in Washington, D. C. where the accounting for all stores 
is performed. 

Store Leases 

Kay and its subsidiaries lease all the store space used in retail operations. Some leases provide for 
fixed annual rentals. Others contain provisions for the payment of the higher of a fixed annual rental 
or a percentage of the sales made at the leased premises which varies at different levels of sales volume. 
Most of the leases are for an initial term of from 10 to 15 years. 

Employees 

Kay and its subsidiaries have approximately 1,100 employees, with a seasonal increase in November 
and December. The employees in the New York and Boston stores are represented by labor unions. 
Kay believes its relations with its employees are satisfactory. 

Possible Acquisitions 

Kay is presently engaged in discussions or negotiations with several companies with a view to 
their possible acquisition by Kay. Except for the proposed acquisition of Indiran from Ralli, as described 
under “Description of the Ralli Acquisition—Related Transactions”, the only negotiations which have 
reached the point at which Kay’s management has proposed basic terms are with the following companies: 

(1) A company operating a retail jewelry chain. Kay’s proposal is the acquisition of such 
company in exchange for shares of Kay Common Stock (valued at $10 per share) having an 
aggregate value equal to such company’s net worth as of the end of its most recent fiscal year, 
plus additional shares having an aggregate value (not in excess of $1,300,000) equal to such com¬ 
pany’s net earnings for the three years after its acquisition by Kay. Management of such company 
has indicated that its net assets are approximately $1,550,000 and that its adjusted net income 
for its most recent fiscal year was approximately $200,000. 
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(2) A company engaged in meat trading and processing. Kay’s proposal is the acquisition 
of such company in exchange for $800,000 in cash and 80,000 shares of Kay Common Stock, 
plus up to an additional 50,000 shares (valued at $10 per share) having an aggregate value equal 
to twice such company’s combined net earnings for the two years after its acquisition by Kay to the 
extent that such combined net earnings exceed $400,000. Management of such company has 
indicated that its net assets as of the end of its last fiscal year were approximately $1,100,000 and 
its net income for such year was approximately $ 184,000. 

The stockholders of such companies, both of which are privately held, have not accepted such 
proposals and such proposals may be altered or withdrawn by Kay. Any acquisition would be subject 
to the execution of definitive agreements covering matters in addition to the basic terms referred to 
above, Kay’s investigation of the businesses, financial condition and financial and accounting records 
of such companies and many other factors. 


DESCRIPTION OF THE RALLI SUBSIDIARIES’ BUSINESS 

The Ralli Subsidiaries constitute the principal United States operations of the Ralli International 
Limited group of companies (the “Ralli Group”). The Ralli Subsidiaries are principally involved in 
importing a wide range of goods and commodities into the United States from many parts of the world 
and, to a lesser extent, exporting various goods and commodities from the United States. They also 
act in the United States as commodity brokers and are clearing members of certain commodity exchanges. 

The Ralli Subsidiaries finance a substantial part of their purchases of goods and commodities 
through credit facilities with banks which are secured by the goods or commodities being pur¬ 
chased. Payments for imports are generally made through the use of letters of credit issued by banks 
in favor of the shippers, although payment may also be made in cash against documents of title. Exports, 
other than those made as agent, are generally purchased on a cash basis and sold through the use of 
letters of credit, but drafts are also used and presented through banks overseas. The Ralli Subsidiaries’ 
relationships with banks, several of which extend over many years, are very important to their operations. 

Substantially all purchases of timber, plywood, foods, jute, tea and most agricultural products for 
import and substantially all purchases of goods or commodities for export are made only to fill firm 
orders or contracts. Purchases of coffee, rubber, seafood and carpets for import are not always made 
on such a pre-sold basis, but are purchased in anticipation of the needs and buying programs of buyers, 
most of whom have had long associations with one or more of the Ralli Subsidiaries. Commodity 
imports are subject to risks from crop and market fluctuations to the extent that some purchases 
are not made on a pre-sold basis and where such fluctuations cannot be, or as a matter of choice 
are not, hedged. 

Because the majority of the Ralli Subsidiaries’ goods and commodities are imported, supplies 
are subject to the risks associated with continuity of supplies from various sources, shipping availability, 
government regulations imposing quotas and tariffs and requiring import licenses, both in the United 
States and in foreign countries, and the incidence of dock strikes. Virtually all purchases and sales 
are made in United States dollars. There are no material long-term contracts. 

The Ralli Group acquired Van Ekris & Stoett and Balfour Maclaine within the past two years 
at purchase prices aggregating $2,925,000. Their combined net assets constituted approximately 60% 
of the combined net assets of the Ralli Subsidiaries at December 31, 1971. 

The following are brief descriptions of the trading activities of the Ralli Subsidiaries: 

Coffee —Van Ekris & Stoett, formed in 1967, has become one of the ten largest importers of green 
coffee in the United States. Coffee is purchased through its representatives in Indonesia and Ethiopia, 
as well as through agents and correspondents in most coffee producing countries in the world. Coffee is 
sold directly to most major roasters in the United States. Naumann Gepp is likewise engaged in im- 
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porting coffee. Net sales of coffee during the past five years have been as follows: 1967 (nine months) 
—$17,034,900; 1968—$35,653,200; 1969—$38,283,300; 1970—$57,044,700; and 1971—$66,606, 
400. 

Export Services —Balfour Maclaine’s export service division exports machinery, equipment, replace¬ 
ment parts and certain processed commodities which are manufactured or processed in the United States 
and Canada. Most exports are to Africa, Latin America and the Arabian Gulf, generally on an agency 
basis. The largest principal is The United Africa Company Ltd., a subsidiary of Unilever Ltd. 

Commodity Brokerage —A subsidiary of Balfour Maclaine is a member of the Commodity Exchange 
Inc. in New York and its related clearing association. It acts as a broker and clears contracts, mainly in 
silver and copper, for customers in the United States and abroad. 

Rubber —Balfour Maclaine imports natural (crude) rubber from Malaysia, Singapore, Thailand, 
Indonesia and Africa. Sales are made principally to large rubber processors in the United States, but 
shipments are also made to South America and Turkey. Purchases are made through offices of the 
Ralli Group in the producing countries and in London and also through New York agents of suppliers. 
Of total rubber consumption in the United States, approximately 78% consists of synthetic rubber and 
22% of natural rubber. Van Ekris & Stoett also acts as exclusive agent for a leading European 
dealer in importing rubber into the United States. Net sales of rubber during the past five years have 
been: 1967—$11,303,200; 1968—$13,659,600; 1969—$19,753,500; 1970—$16,437,200; and 
1971—$11,092,200. During 1971, two dock strikes on the west and east coasts of the United States 
significantly reduced the volume of business and the price of rubber was lower. In 1970, there was 
a prolonged strike throughout the plants of Balfour Maclaine’s largest customer. 

Agricultural Commodities —Balfour Maclaine acts as the exclusive sales agent for the import into 
the United States of palm kernel oil and palm oil produced by a subsidiary of the Unilever group of 
companies in West Africa. Palm kernel oil is mainly used in edible products as lard or butter substitutes 
and has recently been used in some margarine formulation. Balfour Maclaine also exports vegetable 
oils and fats from the United States to South America and other parts of the world. In addition, oilseed 
cakes and cotton and palm kernel meal are exported from Colombia, Ecuador and Paraguay to Europe. 

Timber and Plywood —A subsidiary of Balfour Maclaine imports various hardwood products, 
principally from Taiwan, Malaysia and Singapore, for sale in the United States and Canada to industrial 
consumers, wholesale jobbers and larger retail lumber yards. Products include sawn lumber, finished 
wood products such as table tops, table legs, etc., and semi-processed hardwood products and ply¬ 
wood. Another subsidiary imports hardwood, principally from West Africa, Thailand, Malaysia, 
Singapore and Denmark, generally acting as mill agents. Sales are made to customers servicing the 
furniture, millwork, boat building and other industries. Net sales of timber and plywood during the 
past five years have been as follows: 1967—$8,527,000; 1968—$8,330,800; 1969—$9,720,500; 1970 
—$6,275,600; and 1971—$7,085,700. During 1970 and 1971, the industry as a whole suffered a 
reduction in business primarily due to the recession in the home construction field. 

Others —A subsidiary of Balfour Maclaine, Seastar, Inc., and Van Ekris & Stoett are engaged in 
importing shrimp and lobster tails from South America, India, the Middle East and the Far East. 
Willcox acts as a commission agent for foreign manufacturers and shippers of jute products (principally 
burlap, which is sold to bag manufacturers), cotton bagging and carpet-backing. It also represents 
suppliers of shellac and seedlac, a raw material for industrial inks and other products. Willcox also 
imports from time to time raw jute and cotton textiles from India and Pakistan. Balfour Maclaine also 
purchases petroleum wax from major United States oil companies for sale throughout the world. 
Balfour Maclaine also imports into the United States bulk foods, such as dried fruits, fig paste and 
fruit concentrate juices, and, through a 40%-owned company, tea. Fritz & La Rue is one of the oldest 
importers of oriental rugs in the United States, importing hand-made carpets from India, Afghanistan, 
Iran and China and machine-made rugs and carpets from England, Denmark, Sweden and Austria. 
Sales are made to department stores, decorator supply houses, floor covering specialty stores and 
furniture stores. 
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MANAGEMENT 

Directors and Executive Officers 

Following are the Directors and executive officers of Kay: 


Year elected 

Name a Director Position with Kay 


Cecil D. Kaufmann(I) 

1953 

Chairman of the Board of Directors 
and chief operating officer 

Anthonie C. Van Ekris(I) 

President of Ralli America 

1972 

Director, President and chief executive 
officer 

Michael R. Lavington(I) 

Vice President of Ralli America 

1972 

Director and Vice President— 
Corporate Development 

Eric H. Morland( 1 ) 

1972 

Director, Vice President and Treasurer 

Vice President and Treasurer 
of Ralli America 

Harold G. Schrager(I) 

1971 

Director and Vice President— 
Purchasing 

Edmond J. Taylor 

1970 

Director, Secretary and General 
Manager—Retail Jewelry Stores 

Malcolm Horsman 

1972 

Director 

Chairman of Ralli International 

Limited 

The Earl of Carrick 

1972 

Director 

Managing Director of Ralli 

International Limited 

Joseph Haas 

Saul Feld 

1970 

Director and General Manager— 

Retail Jewlery Stores 

Vice President—Administration 


(1) Member of the Executive Committee. 

Messrs. Kaufmann’s, Haas’, Schrager’s, Taylor’s and Feld’s principal occupations are shown above. 
They have been officers or employees of Kay for more than five years. Lord Carrick’s and Messrs. 
Van Ekris’, Lavington’s, Morland’s and Horsman’s principal occupations are shown above. Their 
principal occupations for the past five years have been as follows: 

Mr. Van Ekris, who is a citizen of The Netherlands and a resident of Scarsdale, New York, 
was President of Van Ekris & Stoett, Inc. from 1967 until its acquisition by Ralli America in 
1971 and since that time has been President of Ralli America. 

Mr. Lavington, who is a citizen of the United Kingdom and a resident of Port Washington, New 
York, was a post-graduate student at Lancaster University from 1967 to 1968, a consultant 
with Arthur Andersen & Co. (chartered accountants) from 1968 to 1970 and an executive director 
of Ralli Australia Pty. Ltd. (a holding company for Australian interests of the Ralli Group) from 
1970 to December 1971, when he became a Vice President of Ralli America. 

Mr. Morland, who is a citizen of the United Kingdom and a resident of New York City, was an 
Executive Director of Gibbs Nathaniel Ltd. (an international trading company) during 1967 and 
1968. He has been Executive Vice President of Balfour Maclaine since 1968 and became Vice 
President and Treasurer of Ralli America in 1971. 

Mr. Horsman, who is a citizen of the United Kingdom and a resident of London, was a director 
of Slater, Walker Securities Limited (a diversified financial company) between 1967 and 1969. 
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Since the middle of 1969, he has been Chairman of Ralli International Limited (an international 
trading company). 

Between 1967 and the middle of 1969, The Earl of Carrick, who is a citizen of the United 
Kingdom and a resident of London, served as Chairman of Ralli Brothers and Coney Limited (an 
international trading company). He has been the Managing Director of Ralli International Limited 
since then. 


Upon consummation of the Ralli Acquisition, Messrs. Van Ekris, Lavington and Morland will 
devote substantially all of their time to Kay. 

The terms of all Directors will expire at the next annual meeting of stockholders, which will be 
held in late August or early September. 


Remuneration 


The following table sets forth the aggregate direct remuneration paid by Kay and its subsidiaries 
during its fiscal year ending February 29, 1972 to, and estimated retirement benefits for, each Director, 
and each of the three highest paid officers, of Kay whose aggregate direct remuneration exceeded 
$30,000 and the aggregate direct remuneration during such fiscal year of the Directors and officers of 

Kay as a group: Estimated 

Aggregate annual 

Capacities in which remuneration direct retirement 

Name or group _ was received _ remuneration benefits! 1) 


Cecil D. Kaufmann(2) President, Director and Store 

Supervisor 

Donald J. Kaufmann Director and Store Supervisor 

All Directors and officers as a 
group (11 people) 


$128,600 

40,860 

364,960 


$50,000 

17,000 


(1) The amounts listed are estimates based on retirement at normal retirement age 65, the con¬ 
tinuation until retirement of present salaries and the continuation without change in the benefit provisions 
of Kay’s retirement program and include annual benefits to be received as a result of the individual 
contributions made to Kay’s Pension Trust by the officers or Directors as well as the annual benefits to 
be received by such persons on account of Kay’s contributions to the Pension Trust. Payments are 
made to the program by Kay on an actuarial basis, giving credit for years of service with Kay, and the 
program provides for fixed benefits in the event of retirement at a specified age and after a specified 
number of years of service. Directors who have not been officers or employees of Kay are not eligible 
to participate in the retirement program. The amount for Mr. C. D. Kaufmann does not include 
retirement benefits under his employment contract. 

(2) On September 24, 1969, Mr. C. D. Kaufmann and Kay entered into a six-year employment 
contract providing for an annual salary of $128,600 and for disability benefits during the term of the 
contract and retirement benefits in the event of retirement after September 24, 1971 of $77,160 per 
annum. On March 9, 1972, the contract was amended to provide for a salary for the period from 
March 15 through December 31, 1972 at the rate of $60,000 per annum and a salary for each rem ainin g 
year at an amount to be negotiated annually. However, Mr. Kaufmann may retire at any time and thereby 
become entitled to receive an annual retirement benefit of $77,160 for the remainder of his life. In 
addition, Kay will make a loan, bearing interest at the rate of 6% per annum, each year to Mr. Kaufmann 
in an amount equal to the difference between his salary for that year and $128,600. Such loans are to be 
repaid upon his retirement. 

The only executive officers of the Ralli Subsidiaries who will also be executive officers of Kay 
are Messrs. Van Ekris, Lavington and Morland, who are currently receiving annual salaries of $30,000, 
$35,000 and $35,000, respectively. Only Mr. Van Ekris is employed under an employment contract, 
which expires in 1973. 


Stock Options 

Kay has two stock option plans pursuant to which options to purchase an aggregate of 86,751 
shares of Kay Common Stock may be granted. As of June 1, 1972, options to purchase an aggregate 
of 2,900 shares at an exercise price of $7.63 were outstanding, including an option to purchase 1,700 
shares held by officers. Options which expire are available for future grant. The exercise price 
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of an option may not be less than 100% of the market value of the Kay shares on the date of grant. 
Options expire five years after date of grant unless earlier terminated due to termination of the 
optionee’s employment and are not transferable by the optionee. An option may not be exercised 
the first year after date of grant and not more than 20% of an option may be exercised in the second 
year. Presently outstanding options expire in 1974. 

Shareholdings 

For information with respect to shares of Kay Common Stock owned beneficially and of record 
by Mr. C. D. Kaufmann and of record by Mr. Van Ekris, see “Proxies and Voting”. The Directors and 
officers of Kay owned beneficially on June 1, 1972, in the aggregate, 270,362 shares of Kay Common 
Stock. None of the Directors of Kay, other than those who are officers of Ralli America or Ralli 
International, own any shares of Ralli International. 

Of the shares of Kay Common Stock to be received by Ralli America upon consummation of the 
Ralli Acquisition, it will sell, or grant options to purchase, an aggregate of 355,000 shares to Messrs. 
Van Ekris, Lavington, Morland and other key employees at a purchase price of $3.00 per share. Such 
sales and grants are part of the compensation program of the Ralli Group which is designed to provide 
incentive for employees through direct ownership of members of the Group. 

Pending Legal Proceedings 

A derivative stockholder’s suit was filed by stockholder on behalf of Kay against Cecil D. Kaufmann, 
Joel S. Kaufmann and Simon Hirschman, then Directors of Kay, arising out of the acquisition by Kay 
from Joel S. Kaufmann of certain minority stockholdings in subsidiary corporations (which shares Joel 
S. Kaufmann had previously acquired at public auction ordered by the Surrogates Court, New York City 
in connection with the administration of the Estate of Robert D. Kaufmann, Deceased). The suit is 
identified as “Walter A. Weiss vs. Kay Jewelry Stores, Inc. et al” and was instituted on September 9, 
1968 in the United States District Court for the District of Columbia. On May 7, 1970, the Court entered 
an Order granting judgment against the defendants, jointly and severally, in the sum of $191,870, plus 
interest thereon at the rate of 6% per annum since December 15, 1966 and retaining jurisdiction for the 
purpose of assessing and awarding counsel fees. The defendants have appealed the Court’s decision, and 
the appeal is presently pending in the United States Court of Appeals for the District of Columbia Circuit. 

DESCRIPTION OF CAPITAL STOCK 

The holders of the Common Stock of Kay are entitled to receive such dividends as may be declared 
by the Board of Directors out of funds legally available therefor and, in the event of liquidation, to 
receive pro rata all assets of Kay remaining after payment or provision for payment of all prior claims. 
Each share of Common Stock of Kay entitles the holder thereof to one vote on all matters. There are no 
preemptive or cumulative voting rights. The presently outstanding shares of Common Stock are fully 
paid and nonassessable. 

For information with respect to the proposed authorization of a new class, Serial Preferred Stock, 
the increase in authorized Common Stock and a change in the designation of the presently outstanding 
shares of capital stock to “Common Stock”, see “Amendments to Certificate of Incorporation”. 

GENERAL 

The management of Kay knows of no business to be presented for consideration at the meeting 
other than that stated in the notice of the meeting. It is intended, however, that the persons named in 
management proxies may vote in accordance with their judgment on any ether proposal properly pre¬ 
sented for action. 

Kay will pay the cost of solicitation of proxies for the meeting. Proxies may be solicited by mail, 
personal interview, telephone and telegraph by Directors, officers and regular employees of Kay. 

The information contained in this Proxy Statement relating to the Ralli Subsidiaries has been fur¬ 
nished to Kay by Ralli. 
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS 

Stockholders and Board of Directors 
Kay Jewelry Stores, Inc. 

Washington, D. C. 

We have examined the consolidated balance sheet of Kay Jewelry Stores, Inc. and subsidiary 
companies as of February 29, 1972, the related statement of operations for the five years ended 
February 29, 1972, and the related statements of stockholders’ investment and changes in financial 
position for the three years ended February 29, 1972, prepared on the basis described in Note A to 
the consolidated financial statements. Our examination was made in accordance with generally accepted 
auditing standards, and accordingly included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the circumstances. 

In our opinion, subject to final determination of the Federal income tax matters discussed in 
Note L, the financial statements referred to above present fairly, on the basis described in Note A, 
the financial position of Kay Jewelry Stores, Inc. and subsidiary companies at February 29, 1972, 
the results of their operations for the five years ended February 29, 1972 (three years ended February 
29, 1972, with respect to the statement of stockholders’ investment) and the changes in financial position 
for the three years ended February 29, 1972, in conformity with generally accepted accounting principles 
applied on a consistent basis. 


Touche Ross & Co. 


Washington, D. C. 
June 1, 1972 
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KAY JEWELRY STORES, INC. 
AND SUBSIDIARY COMPANIES 

CONSOLIDATED BALANCE SHEET 
FEBRUARY 29, 1972 

ASSETS 


Current Assets: 

Cash . 

Notes and accounts receivable—trade (Note M): 

Customer installment balances (a portion of which is due 

after one year) (Note C) . 

Other. 


Less allowance for doubtful balances 


Notes and accounts receivable arising from sales of investments 
in subsidiary and affiliated companies, current portion 

(Note M) . 

Merchandise inventories (Note D) . 

Prepaid expenses . 

Total Current Assets. 


Other Assets: 

Notes and accounts receivable arising from sales of investments 
in subsidiary and affiliated companies, non-current portion 

(Note M) . 

Cash surrender value of insurance on lives of officers (net of 

policy loans of $325,548) . 

Cost in excess of net assets of businesses acquired (Note B) 
Miscellaneous . 


Property and Equipment —at cost (Note E): 

Land. 

Building and building improvements. 

Leasehold improvements . 

Furniture and fixtures. 


Less accumulated depreciation and amortization 


See notes to consolidated financial statements. 


$ 234,759 


5,336,102 

2,207,120 


7,543,222 

401,200 


7,142,022 


90,000 

7,753,290 

408,365 


15,628,436 


240,000 

54,514 

2,288,555 

299,837 


2,882,906 


128,039 

338,287 

3,041,399 

1,525,378 


5,033,103 

1,851,696 


3,181,407 


$21,692,749 
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KAY JEWELRY STORES, INC. 
AND SUBSIDIARY COMPANIES 


CONSOLIDATED BALANCE SHEET 
FEBRUARY 29, 1972 

LIABILITIES AND STOCKHOLDERS’ INVESTMENT 


Current Liabilities: 

Notes and loans payable: 

Commercial finance company (Note M) . $ 3,178,076 

Current portion of long-term debt. 237,829 

Trade accounts payable. 2,127,559 

Reserve for loss on closing of units (Note F). 225,000 

Accrued salaries and interest. ♦ 272,012 

Current income taxes. 459,866 

Deferred income taxes (Note G) . 656,103 

Other taxes. 574,072 

Total Current Liabilities. 7,730,517 

Long-Term Debt, less current portion (Note H) . 1,645,360 

Minority Interests in Subsidiary Companies: 

Preferred stock. 292,618 

Common stock. 464,522 

757,140 

Stockholders’ Investment: 


Capital stock, par value $1 per share (Note I): 

Authorized, 2,000,000 shares—Issued, 1,495,687 shares, 


less 130,230 shares held in treasury. 1,365,457 

Additional paid-in capital . 10,622,978 

Retained earnings (deficit) . (428,703) 

11,559,732 


Commitments and Contingent Liabilities (Notes J, K and L) 


$21,692,749 

See notes to consolidated financial statements. 
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KAY JEWELRY STORES, INC. 

AND SUBSIDIARY COMPANIES 

CONSOLIDATED STATEMENT OF STOCKHOLDERS’ INVESTMENT 



Capital 

stock 

Additional 

paid-in 

capital 

Retained 

earnings 

(deficit) 

Total 

stockholders* 

investment 

Balance, March 1, 1969 . 

.. $1,365,457 

$10,622,978 

$1,611,686 

$13,600,121 

Net earnings for the year. 


— 

28,371 

28,371 

Balance, February 28, 1970 - 

.. 1,365,457 

10,622,978 

1,640,057 

13,628,492 

Net loss for the year. 


— 

(608,317) 

(608,317) 

Balance, February 28, 1971 - 

... 1,365,457 

10,622,978 

1,031,740 

13,020,175 

Net loss for the year. 

— 

— 

(1,460,443) 

(1,460,443) 

Balance, February 29, 1972 .... 

... $1,365,457 

$10,622,978 

$ (428,703) 

$11,559,732 


See notes to consolidated financial statements. 
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KAY JEWELRY STORES, INC. 

AND SUBSIDIARY COMPANIES 

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


Source of Funds: 

Operations: 

Net earnings . 

Depreciation and amortization . 

Decrease in non-current notes and accounts re¬ 
ceivable . 

Decrease in cash surrender value of insurance on 

lives of officers.. 

Decrease in cost in excess of net assets of busi¬ 
nesses acquired. 

Decrease in miscellaneous other assets. 


Application of Funds: 

Operations: 

Net loss . 

Depreciation and amortization 


Additions to property and equipment, less disposals 
Increase in cash surrender value of insurance on 

lives of officers . 

Increase in miscellaneous other assets. 

Decrease in long-term debt . 

Other . 


Decrease in Working Capital. 

Working Capital, beginning of period 

Working Capital, end of period _ 


Analysis of Changes in Working Capital: 
Increase (decrease) in current assets: 

Cash . 

Notes and accounts receivable—trade (net) ... 

Notes and accounts receivable—other. 

Merchandise inventories . 

Prepaid expenses . 


Increase (decrease) in current liabilities: 

Notes and loans payable. 

Trade accounts payable . 

Reserve for loss on closing of units .. 
Current and deferred income taxes ... 
Other . 


Decrease in Working Capital 


Year ended February 28 or 29 


1970 

1971 

1972 

$ 28,371 

604,279 

$ — 

$ — 

632,650 

— 

— 

371,214 

471,288 

90,000 

336,926 

— 

— 

89,330 

_ 

141,313 

1,430,120 

471,288 

231,313 

— 

608,317 
( 543,627) 

1,460,443 
( 487,640) 

637,637 

64,690 

532,736 

972,803 

465,924 

1,242,697 

6,764 

17,551 

88,700 

1,903,363 

14,021 

20,726 

98,700 

355,073 

24,596 

1,887,098 

2,621,061 

1,937,822 

456,978 

12,211,179 

2,149,773 

11,754,201 

1,706,509 

9,604,428 

$11,754,201 

$ 9,604,428 

$ 7,897,919 

S 443,538 
( 243,718) 

( 381,525) 
943,206 
127,736 

$ 580,942 

(2,046,740) 
112,550 
(1,725,664) 
809 

$( 879,482) 
(4,438,751) 
( 433,239) 
(6,199,774) 
109,173 

889,237 

(3,078,103) 

(11,842,073) 

649,470 

874,848 

( 366,152) 
188,049 

(1,910,621) 
963,849 
425,000 
( 380,551) 

( 26,007) 

(6,640,330) 
(2,071,527) 
( 200,000) 

( 879,224) 
( 344,483) 

1,346,215 

( 928,330) 

(10,135,564) 

$ 456,978 

$ 2,149,773 

$ 1,706,509 


See notes to consolidated financial statements. 
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KAY JEWELRY STORES, INC. 
AND SUBSIDIARY COMPANIES 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

A. Principles of consolidation and basis of presentation 

The consolidated financial statements include the financial statements of Kay Jewelry Stores, Inc. 
and its majority-owned subsidiary companies. All intercompany transactions and profits have been 
eliminated in consolidation. 

Pursuant to an acquisition agreement dated March 8, 1972, Kay has agreed to acquire all of the 
outstanding shares of certain subsidiaries of Ralli America Inc. The proposed acquisition will be 
accounted for as a purchase, and because more than 50% of the Kay shares outstanding after the acquisi¬ 
tion will be owned by Ralli, for accounting purposes Kay will be considered to have been acquired by 
Ralli. In connection with the acquisition and related agreements, the Board of Directors of Kay was 
restructured to consist of nine Directors, of whom five were appointed by Ralli. 

The consolidated financial statements have been prepared on a going-concern basis as if Kay were 
continuing to be a separate operating entity. The financial statements do not reflect any allocation 
of the differences between Kay’s carrying values of the net assets reflected therein and the Ralli Sub¬ 
sidiaries’ net purchase price or any other effect of the transaction, including changes in accounting 
or management policies which may be initiated by Ralli. 

Furthermore, the financial statements for the year ended February 29, 1972 do not include the 
effect of decisions subsequent to that date concerning stores closed, sold or to be closed or sold. Kay 
realized a loss of approximately $100,000 in May 1972 from the bulk sale of accounts receivable in 
connection with a store closed during May. Additional stores may be sold or closed in the future 
which may result in the realization of additional losses. See “Description of Kay’s Business—Proposed 
Acquisition” elsewhere in this Proxy Statement. 

B. Investments in consolidated subsidiary companies 

At February 29, 1972, the Corporation’s investment in subsidiaries exceeded its equity in net 
assets of subsidiaries by $2,288,555. In consolidation, this amount is included in other assets, cost 
in excess of net assets of businesses acquired. In the opinion of management, there is no present 
indication that the excess of cost over the related net assets acquired has a limited or readily determin¬ 
able life and, in accordance with generally accepted accounting principles, such excess is not being 
amortized. 

C. Notes and accounts receivable—trade 

In accordance with recognized trade practices, customer installment balances due after one year are 
included as current assets. Although it is not practicable to estimate the total of the amount not 
realizable within one year, it is believed such amount would not be significant because of the credit 
terms employed, generally one year or less. 

Included in other receivables is $1,320,000 due from Ralli America Inc. for its purchase of certain 
customer installment balances. 

D. Merchandise inventories 

Merchandise inventories are stated at the lower of cost or market, as determined principally by the 
retail inventory method. 


30 










KAY JEWELRY STORES, INC. 

AND SUBSIDIARY COMPANIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued) 

D. Merchandise inventories (Continued) 

Inventories used in determining cost of sales and the provision for specific inventory losses were 
the following amounts at the dates indicated: 


March 1, 1969 . $14,735,522 

February 28, 1970 . 15,678,728 

February 28, 1971 . 13,953,064 

February 29, 1972 . 7,753,290 

E. Property and equipment 


Depreciation and amortization are computed on a straight-line basis. The rate used for leasehold 
improvements generally is 10% unless the remaining life of the lease is less than 10 years in which 
case an appropriately higher rate is used. The rates used for furniture and fixtures range from 10% 
to 20%, building 3% and building improvements 3% to 5%. 

Maintenance and repairs are charged to expense and expenditures for betterments generally are 
capitalized. 

Gross carrying amounts of properties fully depreciated, retired or otherwise disposed of, and the 
accumulated reserves for depreciation thereon, are eliminated from the respective asset and reserve 
accounts at the time such properties become fully depreciated or are disposed of. Any gain or loss 
thereon on disposal is reflected in earnings. 

F. Reserve for loss on closing of units 

The reserve for loss on closing of units relates to 20 jewelry store locations and 10 leased jewelry 
departments closed by Kay during the period February 1971 to April 1971. 

G. Deferred income taxes 

Deferred income taxes result primarily from the use of the installment method of reporting income 


for tax purposes. 

H. Long-term debt 

Long-term debt consisted of the following: 

5 Vi % subordinated debenture bonds, due annually to 1981 Note (M) $1,451,519 

5 Vi % notes payable, due annually to 1978 . 129,336 

6 % notes payable, due in varying amounts to 1975 . 167,100 

4Vi% mortgage payable, due quarterly to 1976 . 135,234 

1,883,189 

Less current portion . 237,829 

Long-term debt . $1,645,360 
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KAY JEWELRY STORES, INC. 

AND SUBSIDIARY COMPANIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued) 

H. Long-term debt (Continued) 

The aggregate amount of maturities of long-term debt for the five years following February 29, 


1972 are as follows: 

Year ended 

February 28, 1973 . $237,829 

February 28, 1974 . 313,997 

February 28, 1975 . 238,992 

February 29, 1976 . 212,270 

February 28, 1977 . 288,185 

I. Stock options 


Kay has stock option plans for the benefit of 
options is summarized as follows: 

key employees. Information with respect to the 

Options Outstanding (1) 


Option price 

Market price at 
date granted 


Number of 
shares 

Per 

share Total 

Per 

share(l) Total 

At February 29, 1972 . 

2,900 

$7.63 $ 22,127 

$ 7.63 $ 22,127 


(1) All outstanding options were granted on September 24, 1969 and are exercisable. 

Options That Became Exercisable During the Two Years 
Ended February 29, 1972(1) 

Market price at 
Option price date exercisable 



Number of 
shares 

Per 

share 


Total 

Per 

share(2) 


Total 

Year ended February 28, 1971 ... 

3,330 

$7.63 

$ 

25,408 

$3.75 

$ 

12,488 

Year ended February 29, 1972 ... 

12,320 

$7.63 

$ 

94,002 

$2.63 

$ 

32,402 


(1) No options became exercisable during the year ended February 28, 1970. 

(2) Market price represents the closing price on the American Stock Exchange at the respective dates. 

No options were exercised during the three years ended February 29, 1972. 

Options which expired or were cancelled during the three years ended February 29, 1972 were: 
year ended February 28, 1970—2,146; year ended February 28, 1971—69,047; and year ended 
February 29, 1972—12,500. 

At February 29, 1972, 83,851 shares were reserved for the granting of future options. 

The proceeds from the exercise of options are credited to capital stock at par value and the balance 
is credited to additional paid-in capital. No charges are made to income with respect to options. 

32 


5 































KAY JEWELRY STORES, INC. 

AND SUBSIDIARY COMPANIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued) 

J. Long-term leases 

Kay leases store properties used in its regular operations. Rent expense under such leases during 
the year ended February 29, 1972 amounted to $1,957,000, of which $1,804,000 represented minimum 
rentals, and the balance represented additional payments based primarily on sales. 

The average minimum annual rentals on a consolidated basis by five-year periods for the succeeding 
20 years are approximately as follows: $1,528,000 in 1973-77, $709,000 in 1978-82, $312,000 in 
1983-87, and $25,000 in 1988-92. 

In addition, on some leases Kay pays taxes, insurance and maintenance costs. 

K. Pension plan 

Kay has a contributory pension plan covering all eligible employees. The unfunded past service 
liability, which is estimated to be $810,000 at February 29, 1972, is presently being amortized over 
a period of 30 years. Kay’s policy is to fund pension cost accrued. The actuarially computed value 
of vested benefits exceeds the net assets of the pension fund by approximately $110,000. All employees 
who have completed three years of continuous service and are between the ages of 25 and 55 are 
eligible to participate in the plan. Employee contributions to the plan are 3% of the employee’s 
basic compensation. Administrative costs of the plan are borne entirely by Kay. 

Charges to expense with respect to the plan were as follows: 


Year ended February 28, 1970 . $141,400 

Year ended February 28, 1971 . 138,300 

Year ended February 29, 1972 . 85,000 


L. Pending income tax matters and other contingencies 

The Internal Revenue Service has assessed deficiencies of Federal income taxes aggregating approxi¬ 
mately $160,000 (including interest) for the years ended June 30, 1960 and June 30, 1961. Kay 
has paid the deficiencies and filed suit for refund in the United States Court of Claims. In the opinion 
of management of Kay, substantial recovery will be made of the deficiencies paid, the amount of 
which is included in accounts receivable—other. 

In connection with an examination of Kay’s Federal income tax returns for the eight-month 
period ended February 29, 1964 and the years ended February 28, 1965 through February 28, 1968, 
the Internal Revenue Service has proposed deficiencies for additional taxes approximating $2,130,000. 
The amount proposed does not include interest which could be substantial in the event the position 
of the Internal Revenue Service prevails. Deficiencies proposed substantially exceed amounts provided 
therefor in the financial statements. 

Deficiencies alleged result primarily from disallowances of certain net operating loss carryovers 
and an assertion that proceeds received from the sale of an investment represented payments for prior 
services and other outstanding obligations. The Internal Revenue Service asserts that such proceeds 
were taxable at ordinary income rates and should not have been applied as a reduction in the cost of 
the investment and that sale of the investment resulted in a capital loss, which Kay may not be able 
to utilize. 
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KAY JEWELRY STORES, INC. 

AND SUBSIDIARY COMPANIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued) 

L. Pending income tax matters and other contingencies (Continued) 

Federal income tax returns of Kay for the years ended February 28, 1969 and 1970 are currently 
being examined by the Internal Revenue Service. 

Kay intends to vigorously oppose the alleged deficiencies. At the present time, the ultimate 
resolution of all of the various income tax matters is not predictable with any degree of certainty. 

1328 Realty Company, Inc., a wholly-owned subsidiary, is primarily liable for the mortgage in 
the amount of $270,468 on land, building and building improvements leased to the parent company 
under a lease expiring June 1978. This property is owned as a joint venture by 1328 Realty Company, 
Inc. and Kay Jewelry Stores Pension Trust. 

M. Refinancing 

On March 9, 1972, Kay entered into a credit agreement with Ralli America Inc., which provides 
for a loan up to $6,700,000 with interest at a rate of TVi% per annum, of which $2,000,000 is due at 
December 31, 1972 and the balance is due February 28, 1973. A portion of the initial proceeds of the 
loan was used to pay the balance then due on a loan from a commercial finance company. At that 
time, the credit agreement with the finance company was cancelled and the security interests the finance 
company had in all assigned collateral were released. 

Security interests in all accounts and notes receivable and all of the capital stock of Kay’s sub¬ 
sidiaries owned by Kay have been granted to Ralli America Inc., as collateral for its loan, and to 
the holders of the 5Vi% subordinated debenture bonds (Note H), as collateral for that debt. In 
addition, the credit agreement places limitations on the creation of future mortgages and liens and 
requires reconstitution of Kay’s Board of Directors to nine persons, including five representatives of 
Ralli America Inc. 
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KAY JEWELRY STORES, INC. 

AND SUBSIDIARY COMPANIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued) 


N. Supplementary profit and loss information 

Continuing operations 



Cost of 
sales 

Administrative, 

publicity 

and 

selling 

Total 

continuing 

operations 

Discontinued 

operations 

Total 

Year ended February 28, 
1970: 

Maintenance and repairs 

$ 223,450 

$ 481 5 

! 223,931 

$ 50,162 

$ 274,093 

Depreciation and amor¬ 
tization . 

445,148 

61,720 

506,868 

97,411 

604,279 

Taxes, other than income 
taxes(l): 

Payroll . 


414,751 

414,751 

80,998 

495,749 

Other. 

— 

331,994 

331,994 

94,527 

426,521 

Rents. 

1,828,839 

188,145 

2,016,984 

553,009 

2,569,993 

Year ended February 28, 
1971: 

Maintenance and repairs 

194,009 

71,746 

265,755 

46,697 

312,452 

Depreciation and amor¬ 
tization . 

411,036 

33,931 

444,967 

98,660 

543,627 

Taxes, other than income 
taxes(l): 

Payroll . 


384,757 

384,757 

91,842 

476,599 

Other. 

— 

324,268 

324,268 

82,951 

407,219 

Rents. 

1,736,289 

184,017 

1,920,306 

574,472 

2,494,778 

Year ended February 29, 
1972: 

Maintenance and repairs 

216,311 

49,642 

265,953 

9,161 

275,114 

Depreciation and amor¬ 
tization . 

437,267 

30,451 

467,718 

19,922 

487,640 

Taxes, other than income 
taxes(l): 

Payroll . 


385,478 

385,478 

20,601 

406,079 

Other. 

_ 

302,821 

302,821 

42,165 

344,986 

Rents. 

1,794,502 

178,080 

1,972,582 

167,101 

2,139,683 

(1) The various excise taxes which are included in purchases 

cannot be segregated and for that reason 

are not shown. 

(2) There were no significant management and service contract fees or royalties in any 

of the above 


years. 
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REPORTS OF INDEPENDENT PUBLIC ACCOUNTANTS 


The Board of Directors 
Ralli America Inc. 

Wc have examined the combined balance sheet at December 31, 1971 of the subsidiaries of 
Ralli America Inc. listed in Note 1 to the combined financial statements, and the related combined 
statements of income, stockholders’ equity and changes in financial position for the year then ended. 
Our examination was made in accordance with generally accepted auditing standards, and accordingly 
included such tests of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances. 

In our opinion, the statements mentioned above present fairly the combined financial position 
of the subsidiaries of Ralli America Inc. listed in Note 1 to the combined financial statements, at 
December 31, 1971, and the combined results of operations and changes in financial position for the 
year then ended, in conformity with generally accepted accounting principles applied on a basis 
consistent with that of the preceding year. 

The financial statements of Balfour, Maclaine International Ltd. and subsidiaries for the two years 
ended September 30, 1970 and R.E.B. Willcox & Co. (New York), Inc. and subsidiaries, Van Ekris 
& Stoett, Inc. and subsidiaries and The Fritz & La Rue Company for the two years ended December 31, 
1970 were examined by other independent public accountants. We have reviewed the combination 
of the accompanying combined statement of income for the two years ended December 31, 1970 and 
the combined statements of stockholders’ equity and changes in financial position for the two years 
ended December 31, 1970 and, in our opinion, they have been properly combined from the data in 
the underlying financial statements (not presented separately herein) as reported on by other 
independent public accountants and the unaudited financial statements (not presented separately herein) 
of Naumann, Gepp & Co., Inc. 


Arthur Young & Company 


New York, New York 
February 17, 1972 


The Board of Directors 
Van Ekris & Stoett, Inc. 

We have examined the consolidated statements of income, retained earnings, paid-in capital and 
changes in financial position of Van Ekris & Stoett, Inc. and subsidiaries for the years ended December 
31, 1969 and 1970. Our examinations were made in accordance with generally accepted auditing 
standards, and accordingly included such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances. 

In our opinion, the statements mentioned above (not shown separately herein) present fairly the 
consolidated results of operations and consolidated changes in financial position of Van Ekris & Stoett, 
Inc. and subsidiaries for the two years ended December 31, 1969 and 1970, in conformity with 
generally accepted accounting principles consistently applied. 

Zucker, Stein, Danziger & Co. 

New York, New York 
March 15, 1971 
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REPORTS OF INDEPENDENT PUBLIC ACCOUNTANTS 


The Board of Directors 

R. E. B. Willcox & Co. (New York), Inc. 

We have examined the consolidated statements of income, retained earnings, paid-in capital and 
changes in financial position of R. E. B. Willcox & Co. (New York), Inc. and subsidiaries for the 
years ended December 31, 1969 and 1970. Our examinations were made in accordance with generally 
accepted auditing standards, and accordingly included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances. We have received the 
reports of other independent public accountants with respect to their examination of the financial 
statements of Audley Corporation, one of the Company’s subsidiaries whose revenues represent 17% 
and 18% of consolidated revenues and whose net income represents 46% and 52% of consolidated 
net income for the years 1969 and 1970, respectively. 

In our opinion, based on our examination and the report of other independent public accountants 
referred to above, the statements mentioned above (not shown separately herein) present fairly the 
consolidated results of operations and consolidated changes in financial position of R. E. B. Willcox 
& Co. (New York), Inc. and subsidiaries for the two years ended December 31, 1969 and 1970, in 
conformity with generally accepted accounting principles consistently applied. 

Weissman & Taylor 


New York, New York 
February 8, 1971 


The Board of Directors 
Audley Corporation 

We have examined the statements of income, retained earnings and changes in financial position 
of Audley Corporation for the years ended December 31, 1969 and 1970. Our examinations were 
made in accordance with generally accepted auditing standards, and accordingly included such tests 
of the accounting records and such other auditing procedures as we considered necessary in the cir¬ 
cumstances. 

In our opinion, the statements mentioned above (not shown separately herein) present fairly the 
results of operations and changes in financial position of Audley Corporation for the years ended 
December 31, 1969 and 1970, in conformity with generally accepted accounting principles consistently 
applied. 


Jakob Aeberli & Sohn 


Zurich, Switzerland 
January 25, 1971 
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REPORTS OF INDEPENDENT PUBLIC ACCOUNTANTS 


The Board of Directors 

Balfour, Maclaine International Ltd. 

In our opinion, the consolidated statements of income and retained earnings and changes in finan¬ 
cial position of Balfour, Maclaine International Ltd. and its subsidiaries (not presented separately herein) 
present fairly the results of its operations and the changes in its financial position for the two years 
ended September 30, 1970, in conformity with generally accepted accounting principles consistently 
applied. This opinion is based on examinations which were made by us in accordance with generally 
accepted auditing standards and accordingly included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the circumstances. 

Price Waterhouse & Co. 


New York, New York 
April 16, 1971 


The Board of Directors 
The Fritz & La Rue Company 

In our opinion, the statements of income and retained earnings and changes in financial position of 
The Fritz & La Rue Company (not presented separately herein) present fairly the results of its oper¬ 
ations and the changes in its financial position for the two years ended December 31. 1970, in con¬ 
formity with generally accepted accounting principles consistently applied. This opinion is based on 
examinations which were made by us in accordance with generally accepted auditing standards 
and accordingly included such tests of the accounting records and such other auditing procedures as we 
considered necessary in the circumstances. 


Price Waterhouse & Co. 

New York, New York 
January 22, 1971 
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R. E. B. WILLCOX & CO. (NEW YORK), BMC. 

AND SUBSIDIARIES 

BALFOUR, MACLAINE INTERNATIONAL LTD. 

AND SUBSIDIARIES 

VAN EKRIS & STOETT, INC. 

AND SUBSIDIARIES 

THE FRITZ & LA RUE COMPANY 
AND SUBSIDIARY 

NAUMANN, GEPP & CO., INC. 

COMBINED BALANCE SHEET 
December 31, 1971 

Assets 

Current Assets: 

Cash (Note 3) . $ 2,478,943 

Accounts receivable, less allowance for doubtful accounts of $330,530 (Note 3) 10,901,804 

Due from affiliates . 708,530 

Inventories (Notes 2 and 3) . 10,541,520 

Other . 431,924 

Total Current Assets . 25,062,721 

Fixed assets, at cost less accumulated depreciation of $216,145 . 224,178 

Other assets . 303,754 

$25,590,653 

Liabilities and Stockholders’ Equity 

Current Liabilities: 

Notes and acceptances payable to banks (Note 3) . $10,886,294 

Accounts payable and accrued liabilities. 10,008,864 

Due to affiliates. 1,102,105 

Income taxes payable (Note 6) . 124,803 

Total Current Liabilities . 22,122,066 

Minority interest . 94,993 

Stockholders’ Equity: 

Capital stock (Note 1) . 1,392,700 

Additional paid-in capital. 117,882 

Retained earnings . 1,863,012 

Total Stockholders’ Equity . 3,373,594 

$25,590,653 


See accompanying notes. 
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R. E. B. WILLCOX & CO. (NEW YORK), INC. 
AND SUBSIDIARIES 

BALFOUR, MACLAINE INTERNATIONAL LTD. 
AND SUBSIDIARIES 

VAN EKRIS & STOETT, INC. 

AND SUBSIDIARIES 

THE FRITZ & LA RUE COMPANY 
AND SUBSIDIARY 

NAUMANN, GEPP & CO., INC. 


COMBINED STATEMENT OF STOCKHOLDERS’ EQUITY 
Three Years Ended December 31, 1971 


Balance at January 1, 1969 . 

Net income for the year ended December 31, 1969 

Cash dividends. 

Purchase of capital stock. 

Balance at December 31, 1969 . 

Net income for the year ended December 31, 1970 

Cash dividends. 

Adjustment resulting from use of different fiscal years 
(Note 1) . 

Additional capital contribution. 

Purchase of capital stock. 

Balance at December 31, 1970 . 

Net income for the year ended December 31, 1971 

Balance at December 31, 1971 . 


Capital 

stock 

Additional 

paid-in 

capital 

Retained 

earnings 

$1,405,300 

$ 10,219 

$ 571,526 



514,838 

(76,006) 

(10,000) 



1,395,300 

10,219 

1,010,358 

445,422 

(159,006) 



37,936 


105,563 


(2,600) 

2,100 


1,392,700 

117,882 

1,334,710 



528,302 

$1,392,700 

$ 117,882 

$1,863,012 


See accompanying notes. 
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R. E. B. WILLCOX & CO. (NEW YORK), INC. 
AND SUBSIDIARIES 

BALFOUR, MACLAINE INTERNATIONAL LTD. 
AND SUBSIDIARIES 
VAN EKRIS & STOETT, INC. 

AND SUBSIDIARIES 
THE FRITZ & LA RUE COMPANY 
AND SUBSIDIARY 
NAUMANN, GEPP & CO., INC. 


COMBINED STATEMENT OF CHANGES IN FINANCIAL POSITION 

Year ended December 31, 

1969 1970 1971 


Source of funds: 

Operations: 

Net income. 

Add items not requiring funds: 

Depreciation, computed principally on a 
straight-line basis. 

Funds provided from operations. 

Adjustment resulting from use of different fiscal 

years (Note 1) . 

Decrease in receivables, net. 

Decrease (increase) in receivables from affiliates 

Decrease in other current assets. 

Increase in notes and acceptances payable to banks 
Increase (decrease) in accounts payable and ac¬ 
crued liabilities. 

Increase in payables to affiliates. 

Increase in income taxes payable. 

Accrual of dividends payable. 

Additional capital contribution. 

Other, net. 

Total funds provided. 

Application of funds: 

Increase in receivables, net. 

Increase in inventories. 

Decrease in notes and acceptances payable to 

banks . 

Decrease in income taxes payable. 

Additions to fixed assets. 

Decrease in long-term debt. 

Decrease in payables to affiliates. 

Cash dividends. 


$ 514,838 

$ 445,422 

$ 528,302 

25,796 

34,077 

51,215 

540,634 

479,499 

579,517 

_ 

37,936 

_ 

— 

3,385,941 

— 

(1,854,165) 

632,859 

569,626 

1,163,375 

18,253 

272,440 

511,035 

— 

5,231,878 

4,101,508 

(202,635) 

351,439 

46,401 

88,895 

957,283 

22,727 

137,418 

— 

— 

125,003 

— 

— 

105,563 

— 

(70,272) 

24,075 

1,924 

4,461,243 

4,832,807 

7,964,107 

2,804,082 

_ 

2,643,317 

1,139,181 

327,244 

3,782,198 

— 

4,459,205 

_ 

— 

— 

178,464 

9,169 

153,681 

10,904 

53,333 

53,334 

295,666 

— 

179,534 

— 

76,006 

159,006 

125,003 

4,081,771 

5,332,004 

7,035,552 

$ 379,472 

$ (499,197) 

$ 928,555 


Total funds applied , 
Increase (decrease) in cash 


See accompanying notes. 
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R. E. B. WILLCOX & CO. (NEW YORK), INC. 

AND SUBSIDIARIES 

BALFOUR, MACLAINE INTERNATIONAL LTD. 

AND SUBSIDIARIES 

VAN EKRIS & STOETT, INC. 

AND SUBSIDIARIES 

THE FRITZ & LA RUE COMPANY 
AND SUBSIDIARY 

NAUMANN, GEPP & CO., INC. 

NOTES TO COMBINED FINANCIAL STATEMENTS 
December 31, 1971 

Note 1—Basis of financial statements 

The accompanying combined financial statements include the accounts of the following subsidiaries 
of Ralli America Inc. and their respective subsidiaries. All significant accounts and transactions among 


the companies have been eliminated in combination. 

Shares 

authorized 

R. E. B. Willcox & Co. (New York), Inc.: 

Shares 
issued and 
outstanding 

Par or 
stated 
value 

Amount 

First preferred stock. 

1,000 

300 

$100 

$ 30,000 

Second preferred stock. 

100 

100 

i 

100 

Common stock . 

Balfour, Maclaine International Ltd.: 

100 

100 

i 

100 

Common stock . 

Van Ekris & Stoett, Inc.: 

10,000 

5,334 

112.50 

600,100 

Common stock . 

The Fritz & La Rue Company: 

200 

200 

250 

50,000 

Common stock . 

Naumann, Gepp & Co., Inc.: 

7,000 

7,000 

100 

700,000 

Common stock . 

250 

124 

100 

12,400 


$1,392,700 


Balfour, Maclaine International Ltd. and subsidiaries had a September 30 fiscal year prior to 
1971, when a December 31 year-end was adopted. Consequently, the statement of income for the four 
years ended September 30, 1970 and the statements of stockholders’ equity and changes in financial 
position for the two years ended September 30, 1970 of Balfour, Maclaine International Ltd. and 
subsidiaries have been included in the combined statements of income for the four years ended December 
31, 1970 and the statements of stockholders’ equity and changes in financial position for the two years 
ended December 31, 1970. Net income for the three months ended December 31, 1970 has been included 
as an adjustment to the combined statements of stockholders’ equity and changes in financial position. 
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R. E. B. WILLCOX & CO. (NEW YORK), INC. 

AND SUBSIDIARIES 

BALFOUR, MACLAINE INTERNATIONAL LTD. 

AND SUBSIDIARIES 

VAN EKRIS & STOETT, INC. 

AND SUBSIDIARIES 

THE FRITZ & LA RUE COMPANY 
AND SUBSIDIARY 

NAUMANN, GEPP & CO., INC. 

NOTES TO COMBINED FINANCIAL STATEMENTS—(Continued) 

December 31, 1971 


Note 2—Inventories and open contracts 

Unhedged unsold inventories are valued at the lower of specific cost or market. Hedged inventories 
and hedging contracts are valued at market. Sold inventories are valued at net realizable value. All 
forward contracts other than hedging contracts are valued at the lower of cost or market, on a net basis. 

Inventories used in determining combined cost of sales for the three years ended December 31, 
1971 were: $5,292,897 at December 31, 1968; $6,432,078 at December 31, 1969; $6,759,322 at 
December 31, 1970; and $10,541,520 at December 31, 1971. 

Note 3—Notes payable to banks 

Inventories of $2,172,000 and cash and receivables of $8,010,000 secure notes payable to banks 
in the amount of $9,899,000. 

Note 4 —Pension plans 

The companies have several pension plans covering substantially all of their employees. 

The total pension expense for the year included amortization of prior service costs over a period of 
10 years; amounts charged against income were as follows: 1969—$33,000; 1970—$26,000; 1971— 
$70,000. 

The policy of the companies is to fund pension cost accrued. 

Note 5—Commitments and contingent liabilities 

At December 31, 1971, open letters of credit were approximately $3,910,000. 

The companies hold leases for office and warehouse space expiring at various dates to 1977 at a total 
annual base rental of $236,000. 

Note 6—Income taxes 

The companies and their respective subsidiaries file separate income tax returns and have net oper¬ 
ating loss carryforwards of $105,000 expiring through 1976. 

Note 7—Combined supplementary profit and loss information 

Amounts charged to selling, general and administrative expenses for rent for the three years ended 
December 31, 1971 were as follows: 1969—$225,405, 1970—$216,663, and 1971—$222,528. Man¬ 
agement and service contract fees, maintenance and repairs, depreciation, taxes other than income taxes 
and royalties are not material. 
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EXHIBIT A 


ACQUISITION AGREEMENT 

ACQUISITION AGREEMENT, dated as of March 8, 1972, between Kay Jewelry Stores, 
Inc., a Delaware corporation (“Kay”), and Ralli America, Inc., a Delaware corporation (“Ralli”), 
being the record and beneficial holder of all of the outstanding shares of capital stock of the following 
corporations: 


Name 

Jurisdiction 

of 

Incorporation 

Title of 

Capital Stock 

Shares 

Authorized 

Shares 

Outstanding 

Balfour, Maclaine 

International Ltd. 

(“Balfour Maclaine”) 

Delaware 

Common Stock 
($112.50 par 
value) 

10,000 

5,334 

Van Ekris & Stoett, Inc. 

(“Van Ekris & Stoett”) 

New York 

Common Stock 
($250 par 
value) 

200 

200 

R.E.B. Willcox & Co. 

(New York), Inc. 

(“Willcox”) 

New York 

First Preferred 

Stock ($100 par 
value) 

1,000 

300 



Second Preferred 
Stock ($1 par 
value) 

100 

100 



Common Stock 
($1 par value) 

100 

100 

The Fritz & La Rue 

Company (“Fritz & 

La Rue”) 

New York 

Common Stock 
($100 par value) 

7,000 

7,000 

Naumann, Gepp & Co., 

Inc. (“Naumann 

New York 

Common Stock 
($100 par value) 

250 

124 


Gepp”) 

Such corporations are herein called the “Companies” and their shares listed above are herein 
called the “Companies’ Shares”. 

The parties hereto agree as follows: 


1. Purchase and Sale of Kay Stock. Subject to the terms and conditions of this Agreement, 
Kay agrees to purchase from Ralli, and Ralli agrees to sell to Kay, the Companies’ Shares in exchange 
for 2,900,000 shares of Common Stock, par value $1 per share, of Kay (the “Kay Shares”), provided 
that none of the Companies’ Shares shall be purchased or sold unless all of such Shares are so purchased 
and sold. The closing of such purchase and sale shall take place, subject to the terms and conditions 
of this Agreement, at the offices of Messrs. Sullivan & Cromwell, 48 Wall Street, New York, New 
York 10005, at 10:00 A.M., New York City time, on the first business day following adjournment 
of the Kay stockholders’ meeting referred to in Section 2(o), or such other date as the parties hereto 
shall agree (the “Closing Date”). 


2. Representations and Warranties of Kay. Kay represents and warrants to and agrees with 
Ralli as follows: 

(a) Financial Statements. Kay has delivered to Ralli the following financial statements: 

(i) audited balance sheets of Kay and of Kay and its subsidiaries consolidated as of 
February 28, 1971 and February 28, 1970; 
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(ii) unaudited balance sheets of Kay and of Kay and its subsidiaries consolidated as of 
November 30, 1971; 

(iii) audited statements of income of Kay and of Kay and its subsidiaries consolidated 
for the three years ended February 28, 1971; 

(iv) unaudited statements of income of Kay and of Kay and its subsidiaries consolidated 
for the nine months ended November 30, 1971 and November 30, 1970; and 

(v) audited statements of retained earnings and changes in financial position of Kay 
and of Kay and its subsidiaries consolidated for the two years ended February 28, 1971. 

All of the foregoing financial statements are true, correct and accurate, have been prepared 
in accordance with generally accepted accounting principles applied on a consistent basis throughout 
the periods covered and present fairly the financial condition of Kay and of Kay and its subsidiaries 
consolidated at the dates indicated and the results of their respective operations and the changes 
in their respective financial positions for the periods indicated. The audited financial statements 
listed above are accompanied by opinions of Touche Ross & Co. The accounts receivable reflected 
in the November 30, 1971 balance sheets referred to above, or acquired after the date thereof, have 
been collected or are current and collectible at the aggregate recorded amounts thereof less applicable 
reserves computed in accordance with generally accepted accounting principles, which reserves are 
adequate. The inventories reflected in such November 30, 1971 balance sheets, or acquired after 
the date thereof, consist of items of a quality and quantity usable and saleable in the normal course 
of business of Kay and its subsidiaries except for items of obsolete or unusable materials all of 
which have been written down to realizable market value or adequate reserves provided therefor, 
and the values at which inventories are carried reflect the normal inventory valuation policy of 
Kay of stating the inventory at the lower of cost or market, as determined principally by the retail 
inventory method, all in accordance with generally accepted accounting principles. Neither Kay 
nor its subsidiaries have any liabilities or obligations which are in the aggregate material, whether 
accrued, absolute, contingent or otherwise, except as reflected in such February 28, 1971 balance 
sheets and not heretofore discharged or as specifically described in writing to Ralli pursuant to 
this Agreement and except those incurred as a result of the normal and ordinary course of its 
business since February 28, 1971, none of which are materially adverse. 

(b) Tax Returns. Kay and its subsidiaries have filed all tax returns which are required to be 
filed, such returns have been correctly prepared, all taxes due have been fully paid and adequately 
reserved for, and the provisions for taxes shown in the balance sheets referred to above are sufficient 
for the payment of all taxes attributable to income earned prior to the dates thereof, and include 
adequate provision for deferred taxes, if any, on income arising from the differences in timing for 
tax and book accounting purposes in accordance with generally accepted accounting principles, 
except for additional reserves for taxes relating to prior years which may be reflected in the statement 
of income for the year ended February 29, 1972 referred to in Section 5(b). The United States 
income tax liability of Kay and its subsidiaries has been examined by the Internal Revenue Service 
for all years through the taxable year ended February 29, 1968. 

(c) Absence of Certain Changes . Since November 30, 1971, there has not been, except as 
specifically contemplated by this Agreement or as a result of transactions entered into with the spe¬ 
cific written consent of Ralli, (i) any material adverse change, or any development involving a pro¬ 
spective material adverse change, in the financial condition, net worth or results of operations of 
Kay or any of its subsidiaries; (ii) any damage, destruction or loss, whether or not covered by insur¬ 
ance, materially and adversely affecting the property, business or prospects of Kay or any of its sub¬ 
sidiaries; (iii) any material increase in the compensation payable or to become payable by Kay or any 
of its subsidiaries to its officers or key employees, or any bonus, insurance, pension or other bene¬ 
ficial plan, payment or arrangement made to or for the benefit of any such officers or key em- 


A-2 






ployees; (iv) any general or uniform increase in the rates of pay of any substantial group of 
employees of Kay or any of its subsidiaries other than with the specific approval of Ralli; (v) 
any bonus, pension, retirement, insurance, death or other fringe benefit accrued, paid or granted 
to any officer or employee of Kay or any of its subsidiaries except pursuant to the plans and ar¬ 
rangements described in the lists furnished to Ralli pursuant to Section 5(k); (vi) any labor dis¬ 
turbance other than (A) routine grievance matters none of which are material and (B) matters 
relating to contract negotiations involving the New York area and Boston stores, which contracts 
will not be entered into without the consent of Ralli; (vii) any other event or condition of any 
character pertaining to and materially and adversely affecting the assets, business or prospects 
of Kay or any of its subsidiaries; or (viii) any amendment to the charter of Kay. 

(d) Organization and Standing. Each of Kay and its subsidiaries is a duly organized and val¬ 
idly existing corporation in good standing under the laws of its jurisdiction of incorporation with all 
requisite power and authority (corporate and other) to own its property and conduct its business 
and duly qualified to do business as a foreign corporation in good standing in each jurisdiction in 
which the ownership of its property or the conduct of its business makes such qualification neces¬ 
sary. 

(e) Capitalization. The authorized capital stock of Kay consists of 2,000,000 shares of Com¬ 
mon Stock, par value $1 per share, of which 1,365,457 shares are issued and outstanding. All 
of such outstanding shares, and the outstanding shares of all of Kay’s subsidiaries, are validly issued, 
fully paid and non-assessable, there are no options, warrants, calls or commitments of any kind 
relating to the capital stock of Kay or any of its subsidiaries, except there are outstanding options 
for the purchase of 2,900 shares of Common Stock of Kay. Prior to the Closing Date, neither 
Kay nor any of its subsidiaries will, without the written consent of Ralli, issue or sell any shares of 
their capital stock or other securities or grant or enter into any options, warrants, calls or commit¬ 
ments or any kind in respect thereof, except that shares of Common Stock may be issued pur¬ 
suant to the options referred to in the preceding sentence. Kay will not, without the written consent of 
Ralli, acquire directly or indirectly any of its Common Stock, declare or pay any dividends thereon 
or make any other distribution with respect thereto. 

(f) Listing. The outstanding Common Stock of Kay is listed on the American Stock Exchange 
and Kay will obtain the timely listing, subject to notice of issuance, of the Kay Shares. 

(g) Properties and Encumbrances. Kay and its subsidiaries have good and marketable title 
in fee simple to all their real property and good title to all their leasehold interests and other 
properties, including those reflected in the November 30, 1971 balance sheets referred to above or 
purported to have been acquired thereafter (except properties other than real properties or leasehold 
interests sold or otherwise disposed of since such date in the normal and ordinary course of 
business), free and clear of all mortgages, liens, pledges, charges, encumbrances or security interests 
of any nature whatsoever, except (i) the lien of current taxes payment of which are not yet 
delinquent, (ii) such imperfections in title, and easements and encumbrances, if any, as are not 
substantial in character, amount or extent and do not materially detract from the value, or interfere 
with the present use, of the property subject thereto or affected thereby, or otherwise materially 
impair business operations or (iii) such as are reflected in such February 28, 1971 balance sheets. 
All leases under which Kay or one of its subsidiaries leases any real or personal property are in 
good standing, valid and effective in accordance with their respective terms, and there is not under 
any of such leases, any existing default or event which with notice or lapse of time would become 
a default. The facilities and equipment of Kay and its subsidiaries or used by them in the operation 
of their businesses are in good operating condition and repair. 

(h) Litigation. There are no actions, proceedings or investigations pending, or to the knowl¬ 
edge of Kay threatened, against or affecting Kay or any of its subsidiaries or any of their properties 
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or rights, in any court or before any authority, which involve the possibility of materially and 
adversely affecting the financial condition, business, properties or rights of Kay or any of its 
subsidiaries. Except for events relating to business in general there is no event or condition of any 
character pertaining to the business, properties or rights of Kay or any of its subsidiaries which may 
reasonably be expected to materially and adversely affect such business, properties and rights. 
Neither Kay nor any of its subsidiaries are in default with respect to any order of any court or 
governmental authority or in any material respect under any applicable law or regulation. 

(i) Patents, etc. Kay or one of its subsidiaries owns or possesses all the copyrights, patents, 
trademarks, service marks, trade names, licenses and rights in any thereof necessary for the conduct 
of its business, without any known conflict with the rights of others. 

(j) Compliance with Other Instruments. Neither Kay nor any of its subsidiaries are in default 
under or violating (i) any provisions of their charters or by-laws or (ii) any indenture, agreement, 
deed, lease, loan agreement, note or other instrument to which they are a party or by which any 
of them are bound or to which any of their assets is subject and neither the execution and delivery 
of this Agreement nor the consummation of the transactions contemplated hereby will conflict with, 
or result in a breach of, or constitute a default under, or result in the creation of any lien or encum¬ 
brance upon the assets of Kay or any of its subsidiaries pursuant to the terms of, any of the 
foregoing. 

(k) Burdensome Agreements. Neither Kay nor any of its subsidiaries are parties to, nor are 
any of them bound by, any agreement or instrument, or subject to any charter or other corporate 
restriction or any order of any court or governmental authority, which adversely affects them or, 
on the basis of the business of Kay or any of its subsidiaries as presently conducted, may adversely 
affect them in any material manner. 

(l) Defaults Under Material Leases, etc. Kay has no knowledge of any default in any 
obligation on Kay’s or any subsidiaries’ part to be performed under any material lease, contract, 
plan or other arrangement. 

(m) Continuation of Business, etc. Prior to the Closing Date, Kay and its subsidiaries will 
carry on their businesses in a diligent manner, will not waive any right, or cancel any debt or claim, 
of substantial value, will not make any commitment or expenditure except in the ordinary course of 
business and will carry adequate insurance comparable to that in effect on the date of this 
Agreement. 

(n) Brokers. Kay has not incurred any liability for brokerage or finder’s fees or agent’s 
commissions in connection with this Agreement or the transactions contemplated hereby. 

(o) Stockholders Approval. Kay will, as promptly as practicable, convene a meeting of its 
stockholders to vote upon, and will use its best efforts to obtain the timely approval by its stock¬ 
holders of, this Agreement, the transactions contemplated hereby and an amendment of its charter 
to increase its authorized capital stock to 9,000,000 shares of Common Stock, par value $1 per 
share. 

The foregoing representations and warranties shall not survive the purchase and sale of the Kay 
Shares. 

3. Representations and Warranties of Ralli. Ralli represents and warrants to and agrees with 
Kay as follows: 

(a) Financial Statements. Ralli has delivered to Kay the following financial statements: 

(i) audited combined balance sheet of the Ralli Subsidiaries and their subsidiaries as of 

December 31, 1971; and 
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(ii) audited combined statement of income and retained earnings of the Ralli Subsidiaries 

and their subsidiaries for the year ended December 31, 1971. 

All of the foregoing financial statements are true, correct and accurate, have been prepared 
in accordance with generally accepted accounting principles applied on a consistent basis, present 
fairly the combined financial condition of the Ralli Subsidiaries at the date indicated and the 
results of their combined operations for the year then ended and are accompanied by an opinion of 
Arthur Young & Company. The accounts receivable reflected in such balance sheet, or acquired 
after the date thereof, have been collected or are current and collectible at the aggregate recorded 
amounts thereof less applicable reserves computed in accordance with generally accepted 
accounting principles, which reserves are adequate. The inventories reflected in such balance 
sheet, or acquired after the date thereof, consist of items of a quality and quantity usable and 
saleable in the normal course of business of the Ralli Subsidiaries except for items of obsolete or 
unusable materials all of which have been written down to realizable market value or adequate 
reserves provided therefor, and the values at which inventories are carried reflect the normal 
inventory valuation policy of the Ralli Subsidiaries as set forth in the notes to such financial 
statements, all in accordance with generally accepted accounting principles. The Ralli Subsidiaries 
have no liabilities or obligations which are in the aggregate material, whether accrued, absolute, 
contingent or otherwise, except as reflected in such balance sheet and not heretofore discharged 
or as specifically described in writing to Kay pursuant to this Agreement and except those incurred 
as a result of the normal and ordinary course of their businesses since December 31, 1971, none 
of which are materially adverse. 

(b) Tax Returns . The Ralli Subsidiaries have filed all tax returns which are required to be 
filed, such returns have been correctly prepared, and all taxes due have been fully paid and 
adequately reserved for. The provisions for taxes shown in the balance sheet referred to above 
are sufficient for the payment of all taxes attributable to income earned prior to the dates thereof, 
and include adequate provision for deferred taxes, if any, on income arising from the excess of tax 
deductions over related book expenses in accordance with generally accepted accounting principles. 
The United States income tax liabilities of Balfour MacLaine and Van Ekris & Stoett have not 
been examined by the Internal Revenue Service. Such liabilities have been examined for Willcox’s 
1968 tax year, Fritz & LaRue’s 1961 tax year and Naumann Gepp’s 1966 tax year. 

(c) Absence of Certain Changes . Since December 31, 1971, there has not been, except 
as a result of transactions specifically contemplated by this Agreement or entered into with the 
specific written consent of Kay and except for salary increases totalling approximately $72,200 
per annum, (i) any material adverse change, or any development involving a prospective material 
adverse change, in the combined financial condition, net worth or results of operations of the 
Ralli Subsidiaries; (ii) any damage, destruction or loss, whether or not covered by insurance, 
materially and adversely affecting the property, business or prospects of any Ralli Subsidiary; (iii) 
any material increase in the compensation payable or to become payable by a Ralli Subsidiary 
to its officers or key employees, or any bonus, insurance, pension or other beneficial plan, payment 
or arrangement made to or for the benefit of any such officers or key employees; (iv) any general 
or uniform increase in the rates of pay of any substantial group of employees of the Ralli Subsidiaries 
other than with the specific approval of Kay; (v) any bonus, pension, retirement, insurance, death 
or other fringe benefit accrued, paid or granted to any officer or employee of the Ralli Subsidiaries 
except pursuant to the plans and arrangements described in the lists furnished to Kay pursuant 
to Section 6(e); (vi) any labor disturbance other than routine grievance matters none of which 
are material; (vii) any other event or condition of any character pertaining to and materially 
and adversely affecting the assets, business or prospects of the Ralli Subsidiaries. 

(d) Organization and Standing. Each of the Ralli Subsidiaries is a duly organized and 
validly existing corporation in good standing under the laws of its jurisdiction of incorporation 
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with all requisite power and authority (corporate and other) to own its property and conduct its 
business and duly qualified to do business as a foreign corporation in good standing in each 
jurisdiction in which the ownership of its property or the conduct of its business makes such 
qualification necessary. 

(e) Capitalization. The authorized capital stock of the Ralli Subsidiaries is as set forth in 
the introductory clause of this Agreement. All of the outstanding shares of the Ralli Subsidiaries 
are validly issued, fully paid and non-assessable, there are no options, warrants, calls or commit¬ 
ments of any kind relating to the capital stock of the Ralli Subsidiaries, and, prior to the Closing 
Date, the Ralli Subsidiaries will not, without the written consent of Kay, issue or sell any shares 
of their capital stock or other securities, acquire directly or indirectly any of their Common Stock, 
declare or pay any dividends thereon, or make any other distribution with respect thereto, except 
that each of the Ralli Subsidiaries may pay dividends not exceeding its net income for the period 
between January 1, 1972 and the Closing Date. 

(f) Properties and Encumbrances. The Ralli Subsidiaries have good and marketable title in 
fee simple to all their real property and good title to all their leasehold interests and other properties, 
including those reflected in the December 31, 1971 balance sheet referred to above or purported 
to have been acquired thereafter (except properties other than real properties or leasehold interests 
sold or otherwise disposed of since such date in the normal and ordinary course of business and 
except those disposed of in connection with the proposed move of offices to 88 Pine Street, New 
York, New York), free and clear of all mortgages, liens, pledges, charges, encumbrances or 
security interests of any nature whatsoever, except (i) the lien of current taxes payments of which 
are not yet delinquent, (ii) such imperfections in title, and casements and encumbrances, if any, 
as are not substantial in character, amount or extent and do not materially detract from the value, 
or interfere with the present use, of the property subject thereto or affected thereby, or otherwise 
materially impair business operations or (iii) such as are reflected in such December 31, 1971 
balance sheet. All leases under which one of the Ralli Subsidiaries leases any real or personal 
property are in good standing, valid and effective in accordance with their respective terms, and 
there is not under any of such leases, any existing default or event which with notice or lapse of 
time would become a default. The facilities and equipment of the Ralli Subsidiaries or used by 
them in the operation of their businesses are in good operating condition and repair. 

(g) Litigation. There are no actions, proceedings or investigations pending, or to the knowl¬ 
edge of Ralli threatened, against or affecting any of the Ralli Subsidiaries or any of their properties 
or rights, in any court or before any authority, which involve the possibility of materially and 
adversely affecting the combined financial condition, business, properties or rights of the Ralli 
Subsidiaries. Except for events relating to business in general there is no event or condition of 
any character pertaining to the business, properties, or rights of the Ralli Subsidiaries which 
may reasonably be expected to materially and adversely affect such business, properties and rights. 
None of the Ralli Subsidiaries is in default with respect to any order of any court or governmental 
authority or in any material respect under any applicable law or regulation. 

(h) Patents, etc. The Ralli Subsidiaries own or possess all the copyrights, patents, trade¬ 
marks, service marks, trade names, licenses and rights in any thereof necessary for the conduct of 
their businesses, without any known conflict with the rights of others. 

(i) Compliance with Other Instruments. The Ralli Subsidiaries are not in default under or 
violating (i) any provisions of their charters or by-laws or (ii) any indenture, agreement, deed, 
lease, loan agreement, note or other instrument to which any of them are parties or by which any 
of them are bound or to which any of their assets are subject and neither the execution and delivery 
of this Agreement nor the consummation of the transactions contemplated hereby will conflict 
with, or result in a breach of, or constitute a default under, or result in the creation of any lien 
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or encumbrance upon the assets of any of the Ralli Subsidiaries pursuant to the terms of, any of 
the foregoing. 

(j) Burdensome Agreements. The Ralli Subsidiaries are not parties to, nor are any of them 
bound by, any agreement or instrument, or subject to any charter or other corporate restriction 
or any order of any court or governmental authority, which adversely affects them or, on the basis 
of their businesses as presently conducted, may adversely affect them in any material manner. 

(k) Defaults Under Material Leases, etc. Ralli has no knowledge of any default in any 
obligation on any Ralli Subsidiaries’ part to be performed under any material lease, contract, plan 
or other arrangement. 

(l) Continuation of Business, etc. Prior to the Closing Date, the Ralli Subsidiaries will 
carry on their businesses in a diligent manner, will not waive any right, or cancel any debt or claim, 
of substantial value, will not make any commitment or expenditure except in the ordinary course 
of business and will carry adequate insurance comparable to that in effect on the date of this 
Agreement. 

(m) Brokers. Ralli has not incurred any liability for brokerage or finder’s fees or agent’s 
commissions in connection with this Agreement or the transactions contemplated hereby. 

(n) Change of Kay’s Name. Prior to the Closing Date, Ralli will not cause Kay’s name to 
be changed, unless it is changed to a name consisting of “Kay” and one of the words (or abbreviation 
thereof) referred to in Section 102(a)(1) of the General Corporation Law of the State of Delaware. 

The foregoing representations and warranties shall not survive the purchase and sale of the Kay 
Shares. 

4. Purchase for Investment. Kay represents and warrants to Ralli that the Companies’ Shares 
to be acquired by Kay, and Ralli represents to Kay that the Kay Shares to be acquired by Ralli, pursu¬ 
ant to this Agreement are being acquired for investment and not with a view to the distribution thereof, 
except that Ralli makes no such represention with respect to 750,000 of the Kay Shares. By taking 
delivery of such shares on the Closing Date, Kay and Ralli shall be deemed to have reaffirmed such rep¬ 
resentations and warranties at and as of the Closing Date. Ralli agrees that it will not sell or transfer 
any of the Kay Shares unless (a) there has been delivered to Kay a notice of the proposed sale or 
transfer, which notice shall state in reasonable detail the circumstances of such proposed sale or trans¬ 
fer, and shall be accompanied by an opinion of Messrs. Sullivan & Cromwell or other counsel satis¬ 
factory to Kay that such sale or transfer will not involve a violation of the Securities Act of 1933 
(the “Act”) or (b) a registration statement covering the Kay Shares to be sold has become effective 
under the Act and contains a prospectus meeting the requirements of the Act. The certificates for 
the Kay Shares and the Companies’ Shares shall contain appropriate legends as to the Act’s restric¬ 
tions on their resale. 

Kay agrees that it will, from time to time, at Kay’s expense, upon reasonable notice from Ralli, 
effect a registration under the Act of the Kay Shares requested to be registered, cause such registration to 
remain effective (with a prospectus at all times meeting the requirements of the Act) for such period 
as Ralli may request, and qualify such Kay Shares (to the extent that such qualification shall be re¬ 
quired) for sale under the Blue Sky Laws of such of the states of the United States or such other political 
subdivisions thereof as Ralli many request. Whenever a registration statement relating to any Kay 
Shares is filed under the Act, Kay will indemnify and hold harmless Ralli, each person, if any, who con¬ 
trols Ralli, each underwriter of any such Kay Shares and each person, if any, who controls any such under¬ 
writer, against any losses, claims, damages or liabilities, joint or several, to which Ralli, any such under¬ 
writer or any such controlling person may become subject under the Act or otherwise, insofar as such 


A-7 








losses, claims, damages or liabilities (or actions in respect thereof) arise out of or are based upon any 
untrue statement or alleged untrue statement of any material fact contained in such registration state¬ 
ment, or preliminary prospectus or final or summary prospectus contained therein, or any amendment or 
supplement thereto, or arise out of or are based upon the omission or alleged omission to state there¬ 
in a material fact required to be stated or necessary to make the statements therein not misleading, and 
will reimburse Ralli, each such underwriter and each such controlling person for all legal or other expenses 
reasonably incurred by them in connection with investigating or defending any such action or claim. 

5. Conditions Precedent to Ralli's Obligations. The obligations of Ralli hereunder shall be subject 
to the satisfaction of the following conditions: 

(a) Representations , Warranties and Agreements. The representations and warranties of Kay 
contained herein and otherwise made in writing by or on behalf of Kay pursuant hereto or otherwise 
made in connection with the transactions contemplated hereby shall be true when made and on 
and as of the Closing Date with the same effect as though made on and as of the Closing Date, Kay 
shall have performed and complied with all the agreements and conditions required to be performed 
and complied with by it prior to or on the Closing Date, and Kay shall have delivered to Ralli on 
the Closing Date a certificate to such effect. 

(b) Financial Statements. Kay shall have delivered to Ralli audited balance sheets of Kay 
and of Kay and its subsidiaries consolidated as of February 29, 1972, together with audited state¬ 
ments of income, retained earnings and changes in financial position for the year then ended. 
Such financial statements shall be true, correct and accurate and shall be accompanied by an 
unqualified opinion of Touche Ross & Co. to the effect that such financial statements have been 
prepared in accordance with generally accepted accounting principles applied on a basis consistent 
with those applied in the preparation of the financial statements referred to in Section 2(a) of this 
Agreement and present fairly the financial position of Kay and of Kay and its subsidiaries con¬ 
solidated at February 29, 1972 and the results of their respective operations and the changes in 
their respective financial positions for the year then ended. Such audited statement of income of 
Kay and its subsidiaries consolidated shall not reflect a loss before extraordinary items relating 
to closing of store units in excess of $1,600,000. 

(c) Proxy Statement. The proxy statement to be furnished by Kay to its stockholders in 
connection with their approval of the matters referred to in Section 2(o) of this Agreement shall not 
have contained any untrue statement of a material fact or omitted any fact necessary to make 
the statements made therein, in the light of the circumstances under which they were made, not 
misleading. 

(d) Resignations. Ralli shall have received such resignations of directors or officers of Kay 
as requested by Ralli; provided, however, that Cecil D. Kaufmann shall not have been requested 
to resign as President of Kay unless he shall have been appointed Chairman or Vice Chairman 
of Kay’s Board of Directors. 

(e) Listing of Kay Shares. Listing on the American Stock Exchange of the Kay Shares 
shall have been approved by such Exchange. 

(f) No Litigation. There shall not exist any litigation, pending or threatened, pertaining 
to the transactions contemplated by this Agreement. 

(g) Opinion of Counsel for Kay. Ralli shall have been furnished with an opinion, dated 
the Closing Date, of James R. Stoner, Esq., counsel for Kay, to the effect that (i) Kay is a duly 
organized and validly existing corporation in good standing under the laws of its jurisdiction of 
incorporation, has all requisite corporate power and authority to own its property and conduct 
its business and is duly qualified to do business as a foreign corporation in good standing in each 
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jurisdiction in which the ownership of its property or the conduct of its business makes such 
qualification necessary; (ii) the authorized capital stock of Kay consists of 9,000,000 shares of 
Common Stock, par value $1 per share, of which 4,265,457 (including the Kay Shares) are 
validly issued and outstanding, fully paid and non-assessable; (iii) this Agreement has been duly 
authorized, executed and delivered by Kay and constitutes a valid and binding obligation of Kay 
in accordance with its terms; (iv) neither the execution or delivery of this Agreement by Kay 
nor the consummation of the transactions contemplated hereby conflicts with, or results in a 
breach of, or constitutes a default under, or results in the creation of any lien or encumbrance 
upon the assets of Kay pursuant to the terms of, any provisions of the charter or by-laws of Kay 
or of any agreement known to such counsel to w'hich Kay is a party; and (v) that except as may 
be specified by such counsel (such exceptions to relate to matters acceptable to Ralli), such 
counsel does not know of any litigation, proceeding or governmental investigation or labor 
disturbance pending or threatened against or relating to Kay. 

(h) Stockholders* Approval. Kay’s stockholders shall have approved of the matters referred 
to in Section 2(o) of this Agreement. 

(i) Bank of England Approval. Ralli (or one of its affiliates) shall have received all neces¬ 
sary approvals of the Bank of England of the transactions contemplated hereby. 

(j) Comfort Letter. Ralli shall have received a letter from Touche Ross & Co., Kay’s inde¬ 

pendent public accountants, dated the Closing Date, to the effect that, on the basis of certain limited 
procedures referred to in such letter, but not constituting an examination made in accordance with 
generally accepted auditing standards, including a reading of the latest available interim unaudited 
financial statements of Kay and its subsidiaries consolidated, consultations with and inquiries of 
certain officers and employees of Kay and its subsidiaries responsible for financial and accounting 
matters, a reading of the minutes of meetings of the Stockholders and Board of Directors of Kay 
and of its subsidiaries since February 29, 1972, nothing caused them to believe that during the 
period from February 29, 1972 to a date not more than five business days prior to the date of such 

letter, there was any change in the capital stock or indebtedness for borrowed money or for mer¬ 

chandise purchased of Kay and its subsidiaries or any decrease in net current assets or net assets 
of Kay and its subsidiaries consolidated as compared with amounts shown in the February 29, 1972 
balance sheets referred to in Section 5(b) or any decrease, as compared with the corresponding 
period of the preceding year, in net sales or in total or per share amounts of net income of Kay 
and its subsidiaries consolidated, except as set forth in such letter. 

(k) Information Provided. Kay shall have delivered to Ralli, to the extent requested by 
Ralli, upon reasonable notice, complete and correct lists of the following: 

(i) all real property owned, leased or subject to a contract of purchase or sale or lease 
commitment, by Kay or any of its subsidiaries, and, to the extent that Kay or any of its 
subsidiaries have the same, copies of surveys and complete legal descriptions of the property 
included, and a correct and complete copy of all leases and amendments thereto referred to in 
such lists, together with such detail as to gross and net book values and depreciation taken is 
material; 

(ii) all letters patent, patent applications, inventions upon which patent applications are 
being prepared but have not yet been filed, copyrights, trademarks, service marks, trade names, 
licenses and rights in any thereof, both domestic and foreign, owned in whole or in part or 
used by Kay or any of its subsidiaries, all of which are in good standing, and all technical 
assistance, know-how or engineering consulting agreements, and employee agreements regarding 
inventions and copyrights, to which Kay or any of its subsidiaries are parties, all of which are 
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in good standing, and all pending patent, copyright, trademark, service mark, trade name or 
breach of confidence suits or claims or notices thereof to which it or they are or may reasonably 
be expected to become a party; 

(iii) all insurance contracts in force with respect to Kay or any of its subsidiaries, 
including those covering their respective properties, buildings, machinery, equipment, fixtures, 
employees and operations; 

(iv) all agreements of Kay or any of its subsidiaries (except for purchase or sales orders 
which, as to price and quantity, are consonant with the ordinary course of its business as 
heretofore conducted) which involve future payments by or to Kay or any of its subsidiaries 
of more than $50,000 or which extend beyond one year and involve more than $25,000 and 
all other material contracts not made in the ordinary course of business which are to be 
performed at or after the Closing Date or were made within the two years ending on the date 
of this Agreement; all outstanding bids or quotations by Kay or any of its subsidiaries, stating 
the customer or supplier, the price quoted and the profit results anticipated; 

(v) all bonus, incentive compensation, profit sharing, retirement, pension, group insur¬ 
ance, death benefit or other fringe benefit plans, trust agreements or arrangements of Kay or 
any of its subsidiaries (complete and correct copies of all of which are attached to or accom¬ 
pany the list), together with a statement of the amount of unfunded past service cost of each 
such pension plan because of past service credits, the actuarial assumptions with respect to 
the interest rate, mortality, turnover, disability, salary increases, expenses and normal retire¬ 
ment age used in arriving at the degree of funding, and the amount of unrealized capital gain, 
if any, existing in the portfolio of securities constituting the corpus of each pension trust 
account and a statement as to whether such unrealized capital gain is included in determining 
the degree of funding of the pension plans; 

(vi) the names and current annual salary rates of all present officers and employees of 
Kay or any of its subsidiaries whose current annual regular salary rate is $25,000 or more, 
together with any bonuses paid or to be paid to each such person for the fiscal years ended 
February 29, 1972 and February 28, 1971; 

(vii) the names and ages of all pensioned employees of Kay and its subsidiaries whose 
pensions arc unfunded and who are not covered by one of the pension plans referred to above 
and their current annual or monthly unfunded pension rates; 

(viii) the name of each bank in which Kay or any of its subsidiaries has an account, the 
designation of such account and the names of all persons authorized to draw thereon; 

(ix) all collective bargaining agreements of Kay or any of its subsidiaries, all consulting 
agreements to which it or any of them are parties and all employment and compensation 
agreements, written or oral, other than any referred to in (v) above, with officers or employees 
or any of them (complete and correct copies of all of which are attached to or accompany 
the list); 

(x) copies of all documents filed with, or furnished to, the Securities and Exchange 
Commission since February 28, 1969; 

(xi) copies of all federal income tax returns filed with respect to fiscal years subsequent 
to February 29, 1968; 

(xii) correct and complete list of all subsidiaries of Kay, indicating with respect to each 
the correct name, jurisdiction of incorporation, number of shares of outstanding capital stock, 
amount thereof owned by Kay, the states in which qualified to do business, the names and 
location of stores owned and the place where the records concerning its accounts receivable 
are kept; and 
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(xiii) all long term notes and note agreements and any other agreements to which Kay 
or any of its subsidiaries are parties relating thereto or with respect to collateral securing the 
same (complete and correct copies of all of which are attached to or accompany the list). 

(1) Tax Ruling or Opinion. Ralli shall have received from the Internal Revenue Service a 
ruling, or an opinion of Messrs. Sullivan & Cromwell, satisfactory to Ralli to the effect that the 
acquisition by Kay of the Companies’ Shares will constitute a reorganization within the meaning 
of § 368(a)(1) of the Internal Revenue Code of 1964, as amended, and that no gain or loss will 
be recognized to Ralli or the Ralli Subsidiaries upon such acquisition. 

6. Conditions Precedent to Kay's Obligations. The obligations of Kay hereunder shall be subject 
to the satisfaction of the following conditions: 

(a) Representations , Warranties and Agreements. The representations and warranties of 
Ralli contained herein and otherwise made in writing by or on behalf of Ralli pursuant hereto or 
otherwise made in connection with the transaction contemplated hereby shall be true when made 
and on and as of the Closing Date with the same effect as though made on and as of the Closing 
Date, and Ralli shall have performed and complied with all the agreements and conditions required 
to be performed and complied with by it prior to or on the Closing Date, and Ralli shall have 
delivered to Kay on the Closing Date a certificate to such effect, signed by a principal executive 
officer and principal financial officer of Ralli. 

(b) Other Events. The events referred to in Sections 5(c), (e), (h) and (i) of this Agree¬ 
ment shall have occurred. 

(c) Opinion of Counsel for Ralli. Kay shall have been furnished with an opinion, dated 
the Closing Date, of Messrs. Sullivan & Cromwell, counsel to Ralli, to the effect that (i) Ralli 
is a duly organized and validily existing corporation in good standing under the laws of the State 
of Delaware and has all requisite corporate power and authority to own its property and conduct 
its business; and (ii) this Agreement has been duly authorized, executed and delivered by Ralli 
and constitutes a valid and binding obligation of Ralli in accordance with its terms. 

(d) Comfort Letter. Kay shall have received a letter from Arthur Young & Co., Ralli’s 
independent public accountants, dated the Closing Date, to the effect that, on the basis of certain 
limited procedures referred to in such letter, but not constituting an examination made in accordance 
with generally accepted auditing standards, including a reading of the latest available interim 
unaudited financial statements of the Ralli Subsidiaries, consultations with and inquiries of certain 
officers and employees of the Ralli Subsidiaries responsible for financial and accounting matters, 
a reading of the minutes of meetings of the Stockholder and Boards of Directors of the Ralli 
Subsidiaries since December 31, 1971, nothing caused them to believe that during the period from 
December 31, 1971 to a date not more than five business days prior to the date of such letter, 
there was any change in the capital stock or indebtedness for borrowed money of the Ralli 
Subsidiaries on a combined basis or any decrease, as compared with the corresponding period 
in the preceding year, in the combined net income of the Ralli Subsidiaries, except as set forth 
in such letter. 

(e) Information Provided. Ralli shall have delivered to Kay, to the extent requested by 
Kay, upon reasonable notice, complete and correct lists of the following: 

(i) all real property owned, leased or subject to a contract of purchase or sale or lease 
commitment, by any of the Ralli Subsidiaries, and, to the extent that any of the Ralli Subsidiaries 
have the same, copies of surveys and complete legal descriptions of the property included, 
and a correct and complete copy of all leases and amendments thereto referred to in such 
lists, together with such detail as to gross and net book values and depreciation taken is 
material; 
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(ii) all letters patent, patent applications, inventions upon which patent applications are 
being prepared but have not yet been filed, copyrights, trademarks, service marks, trade 
names, licenses and rights in any thereof, both domestic and foreign, owned in whole or in 
part or used by a Ralli Subsidiary, all of which are in good standing, and all technical assistance, 
know-how or engineering consulting agreements, and employee agreements regarding inven¬ 
tions and copyrights, to which a Ralli Subsidiary is a party, all of which are in good standing, 
and all pending patent, copyright, trademark, service mark, trade name or breach of confidence 
suits or claims or notices thereof to which a Ralli Subsidiary is or may reasonably be expected 
to become a party; 

(iii) all insurance contracts in force with respect to a Ralli Subsidiary, including those 
covering their respective properties, buildings, machinery, equipment, fixtures, employees and 
operations; 

(iv) all agreements of the Ralli Subsidiaries (except for contracts for the purchase or 
sale of items which are consonant with the ordinary course of its business as heretofore 
conducted) which involve future payments by or to a Ralli Subsidiary of more than $50,000 
or which extend beyond one year and involve more than $25,000 and all other material 
contracts not made in the ordinary course of business which are to be performed at or after 
the Closing Date or were made within the two years ending on the date of this Agreement; 

(v) all bonus, incentive compensation, profit sharing, retirement, pension, group insur¬ 
ance, death benefit or other fringe benefit plans, trust agreements or arrangements of the 
Ralli Subsidiaries (complete and correct copies of all of which are attached to or accompany 
the list), together with a statement of the amount of unfunded past service cost of each such 
pension plan because of past service credits, the actuarial assumptions with respect to the 
interest rate, mortality, turnover, disability, salary increases, expenses and normal retirement 
age used in arriving at the degree of funding, and the amount of unrealized capital gain, if any, 
existing in the portfolio of securities constituting the corpus of each pension trust account 
and a statement as to whether such unrealized capital gain is included in determining the 
degree of funding of the pension plans; 

(vi) the names and current annual salary rates of all present officers and employees 
of the Ralli Subsidiaries whose current annual regular salary rate is $25,000 or more, together 
with any bonuses paid or to be paid to each such person for the fiscal year ended December 
31, 1971; 

(vii) the names and ages of all pensioned employees of the Ralli Subsidiaries whose 
pensions are unfunded and who are not covered by one of the pension plans referred to above 
and their current annual or monthly unfunded pension rates; 

(viii) the name of each bank in which any of the Ralli Subsidiaries has an account, 
the designation of such account and the names of all persons authorized to draw thereon; 

(ix) all collective bargaining agreements of the Ralli Subsidiaries, all consulting agree¬ 
ments to which any of them are parties and all employment and compensation agreements, 
written or oral, other than any referred to in (v) above, with officers or employees or any of 
them (complete and correct copies of all of which are attached to or accompany the list); 

(x) copies of all federal income tax returns filed with respect to fiscal years subsequent 
to February 29, 1968; and 

(xi) correct and complete list of all subsidiaries or 50% owned corporations of the Ralli 
Subsidiaries, indicating with respect to each the correct name, jurisdiction of incorporation, 
number of shares of outstanding capital stock and the amount thereof owned. 
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7. Access to Information. From time to time prior to the Closing Date each party will give to the 
other party full access to its books, records, plants and other facilities and to comply with all reason¬ 
able requests for the furnishing of information and documents. Kay shall permit Ralli and Ralli’s inde¬ 
pendent accountants to review with Kay and Kay’s independent accountants the financial statements of 
Kay and its subsidiaries as of February 29, 1972 and for the year then ended prior to the publication 
thereof. In the event that this Agreement is terminated, each party will return to the other all docu¬ 
ments furnished hereunder and shall hold in the same degree of confidence with which such party 
maintains its own like information all information received pursuant hereto until it is in the public 
domain, provided that no obligation under this sentence shall be deemed to extend more than three 
years after the date of this Agreement. 

8. Expenses. All expenses in connection with the transaction contemplated hereby will be paid by 
the party incurring them. 

9. Termination. This Agreement may be terminated at any time before or after action has been 
taken with respect thereto by the shareholders of Kay but not later than the Closing Date: 

(a) By Either Party. By either party if the transactions contemplated hereby have not 
been closed by August 31, 1972, and the party electing to terminate shall not have been 
the cause thereof; or 

(b) Mutual Consent. By mutual consent of the Boards of Directors or Executive Committees 
of Kay and Ralli; or 

(c) By Kay. By the Board of Directors or Executive Committee of Kay, if any of the condi¬ 
tions provided in Section 6 have not been met and have not been waived by the Closing Date, pro¬ 
vided Kay shall not have been the cause of any such conditions not having been met; or 

(d) By Ralli. By the Board of Directors or Executive Committee of Ralli, if any of the 
conditions provided in Section 5 have not been met and have not been waived by the Closing Date, 
provided Ralli shall not have been the cause of any such conditions not having been met. 

In the event of termination by either party as provided above, written notice thereof shall forthwith 
be given to the other party. 

10. Assignees. This Agreement shall be binding upon, and inure to the benefit of, the parties 
hereto and their respective estates, successors and assigns. Nothing herein shall be construed to give 
any person other than the parties hereto any benefits under or by reason of this Agreement. 

11. Notices. All notices and other communications hereunder shall be in writing and shall be 
deemed to have been duly given if delivered or mailed by registered mail, postage prepaid, as follows: 

(a) If to Ralli, to 
Ralli America Inc. 

55 Broad Street 

New York, New York 10004 
Attention: Anthonie C. Van Ekris 

(b) If to Kay, to 

Kay Jewelry Stores, Inc. 

1328 New York Avenue, N. W. 

Washington, D. C. 20005 
Attention: Cecil D. Kaufmann 

Either party may change the address to which notices are to be delivered by giving written notice to 
the other party. 
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12. Amendment. This Agreement may be amended or supplemented in any respect at any time 
prior to the Closing Date by an agreement in writing executed in the same manner as this Agreement 
after authorization to do so by the respective Boards of Directors of the parties hereto, provided, how¬ 
ever, that no such amendment or supplement made after action has been taken by the shareholders of 
Kay with respect thereto shall change the number of Kay Shares to be issued pursuant to this Agreement. 

In Witness Whereof, this Agreement has been executed on behalf of each of Kay and Ralli, all 
as of the date first above written. 

Ralli America Inc. 

/s/ Anthonie C. Van Ekris 

By . 

Anthonie C. Van Ekris, 

President 


Kay Jewelry Stores, Inc. 

/%/ Cecil D. Kaufmann 

By . 

Cecil D. Kaufmann, 
President 
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EXHIBIT B 


RESTATED CERTIFICATE OF INCORPORATION 

of 

KAY JEWELRY STORES, INC. 

Kay Jewelry Stores, Inc., a corporation organized and existing under the laws of the State of 
Delaware, hereby certifies as follows: 

I. The name of the corporation is being changed hereby to Kay Corporation. Its present name 
and the name under which the corporation was originally incorporated is Kay Jewelry Stores, Inc. 

The date of filing of its original Certificate of Incorporation with the Secretary of State was August 
18, 1953. 

II. The text of the Certificate of Incorporation, as amended and supplemented heretofore, is 
hereby restated and amended to read as herein set forth in full: 

First. The name of the corporation is Kay Corporation. 

Second. The address of the corporation's registered office in the State of Delaware is No. 100 
West Tenth Street in the City of Wilmington, County of New Castle. The name of its registered 
agent at such address is The Corporation Trust Company. 

Third. The purpose of the corporation is to engage in any lawful act or activity for which 
corporations may be organized under the General Corporation Law of Delaware. 

Fourth. The total number of shares which the corporation shall have authority to issue is 
10,000,000 shares, consisting of 9,000,000 shares of Common Stock, par value $1 per share, and 
1,000,000 shares of Serial Preferred Stock, par value $1 per share. 

The holders of the Common Stock shall be entitled to one vote per share on all matters upon 
which shareholders are entitled to vote and shall not be entitled to any preference in the distribution 
of dividends or assets. 

The Serial Preferred Stock may be issued from time to time in series. Each share of a series 
shall be equal to every other share of the same series. Shares of each series shall have such voting 
powers, full or limited, or no voting powers, and such designations, preferences and relative, par¬ 
ticipating, optional or other special rights, and qualifications, limitations or restrictions thereof, as 
shall be stated and expressed in the resolution or resolutions providing for the issue of such series 
adopted by the board of directors. In particular, with respect to each series of Serial Preferred 
Stock, the board of directors may: 

(1) Designate the shares of a series in such a manner as shall distinguish those shares 
from the shares of all other series; 

(2) Determine the number of shares included in the series, which may be increased or 
decreased (but not below the number of shares thereof then outstanding) from time to 
time unless otherwise provided by the board of directors in creating the series; 

(3) Fix the annual dividend rate for the shares of the series and the date or dates upon 
which such dividends shall be payable; 

(4) Determine whether dividends on the shares of the series shall be cumulative and, 
on the shares of any series having cumulative dividend rights, the date or dates or method 
of determining the date or dates from which dividends on the shares of the series shall be 
cumulative; 
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(5) Fix the amount or amounts which shall be paid out of the assets of the corporation 
to the holders of the shares of the series upon the involuntary liquidation, dissolution or 
winding up of the corporation and upon the voluntary liquidation, dissolution or winding up 
of the corporation; 

(6) Fix the price or prices at which, the period or periods within which and the terms 
and conditions upon which the shares of the series may be redeemed, in whole or in part, at 
the option of the corporation; 

(7) Determine the obligation, if any, of the corporation to purchase or redeem shares 
of the series pursuant to a sinking fund and fix the price or prices at which, the period or 
periods within which and the terms and conditions upon which the shares of the series shall be 
redeemed, in whole or in part, pursuant to such sinking fund; 

(8) Fix the period or periods within which and the terms and conditions, if any, includ¬ 
ing the price or prices or the rate or rates of conversion and the terms and conditions of any 
adjustments thereof, upon which the shares of the series shall be convertible at the option 
of the holder into shares of any class of stock or into shares of any other series of Serial 
Preferred Stock; and 

(9) The voting rights, if any, of the shares of the series in addition to those required by 
law, including the number of votes per share and the transaction of any business or of any 
specified item of business in connection with which the shares of the series shall vote as a 
class. 

Fifth. The board of directors of the corporation is expressly authorized to make, alter or 
repeal by-laws of the corporation, but the stockholders may make additional by-laws and may alter 
or repeal any by-law whether or not adopted by them. 

Sixth. Elections of directors need not be by written ballot except and to the extent provided 
in the by-laws of the corporation. 

Seventh. The stockholders are expressly authorized to remove any director with or without 
cause at any time. 

Eighth. Whenever a compromise or arrangement is proposed between this corporation and 
its creditors or any class of them and/or between this corporation and its stockholders or any 
class of them, any court of equitable jurisdiction within the State of Delaware may, on the applica¬ 
tion in a summary way of this corporation or of any creditor or stockholder thereof on or the 
application of any receiver or receivers appointed for this corporation under the provisions of 
section 291 of Title 8 of the Delaware Code or on the application of trustees in dissolution or of 
any receiver or receivers appointed for this corporation under the provisions of section 279 of 
Title 8 of the Delaware Code order a meeting of the creditors or class of creditors, and/or of the 
stockholders or class of stockholders of this corporation, as the case may be, to be summoned in 
such manner as the said court directs. If a majority in number representing three-fourths in value 
of the creditors or class of creditors, and/or of the stockholders or class of stockholders of this 
corporation, as the case may be, agree to any compromise or arrangement and to any reorganization 
of this corporation as consequence of such compromise or arrangement, the said compromise or 
arrangement and the said reorganization shall, if sanctioned by the court to which the said applica¬ 
tion has been made, be binding on all the creditors or class of creditors, and/or on all the stock¬ 
holders or class of stockholders, of this corporation, as the case may be, and also on this corporation. 

Ninth. The corporation shall indemnify to the full extent authorized by law any person made 
or threatened to be made a party to an action or proceeding, whether criminal, civil, administrative 
or investigative, by reason of the fact that he, his testator or intestate is or was a director, officer 
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or employee of the corporation or any predecessor of the corporation or serves or served any other 
enterprise as a director, officer or employee at the request of the corporation or any predecessor of 
the corporation. 

III. This Restated Certificate of Incorporation was duly adopted by the stockholders in accordance 
with Sections 242 and 245 of The General Corporation Law of Delaware. 

In Witness Whereof, Kay Jewelry Stores, Inc. has caused its corporate seal to be hereunto 
affixed and this certificate to be signed by its President and Secretary, respectively, this th day of 
, 1972. 


Kay Jewelry Stores, Inc. 


President 


Secretary 


[corporate seal] 
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EXHIBIT C 


SECTION 145 OF THE DELAWARE GENERAL CORPORATION LAW 

Indemnification of officers , directors, employees and agents; insurance 

(a) A corporation shall have power to indemnify any person who was or is a party or is threatened 
to be made a party to any threatened, pending or completed action, suit or proceeding, whether civil, 
criminal, administrative or investigative (other than an action by or in the right of the corporation) by 
reason of the fact that he is or was a director, officer, employee or agent of the corporation, or is or was 
serving at the request of the corporation as a director, officer, employee or agent of another corporation, 
partnership, joint venture, trust or other enterprise, against expenses (including attorneys’ fees) judg¬ 
ments, fines and amounts paid in settlement actually and reasonably incurred by him in connection with 
such action, suit or proceeding if he acted in good faith and in a manner he reasonably believed to be in 
or not opposed to the best interests of the corporation, and, with respect to any criminal action or pro¬ 
ceeding, had no reasonable cause to believe his conduct was unlawful. The termination of any action, 
suit or proceeding by judgment, order, setdement, conviction, or upon a plea of nolo contendere or its 
equivalent, shall not, of itself, create a presumption that the person did not act in good faith and in a 
manner which he reasonably believed to be in or not opposed to the best interests of the corporation, 
and, with respect to any criminal action or proceeding, had reasonable cause to believe that his conduct 
was unlawful. 

(b) A corporation shall have power to indemnify any person who was or is a party or is threatened 
to be made a party to any threatened, pending or completed action or suit by or in the right of the 
corporation to procure a judgment in its favor by reason of the fact that he is or was a director, officer, 
employee or agent of the corporation, or is or was serving at the request of the corporation as a director, 
officer, employee or agent of another corporation, partnership, joint venture, trust or other enterprise 
against expenses (including attorneys’ fees) actually and reasonably incurred by him in connection with 
the defense or settlement of such action or suit if he acted in good faith and in a manner he reasonably 
believed to be in or not opposed to the best interests of the corporation and except that no indemnification 
shall be made in respect of any claim, issue or matter as to which such person shall have been adjudged 
to be liable for negligence or misconduct in the performance of his duty to the corporation unless and 
only to the extent that the Court of Chancery or the court in which such action or suit was brought 
shall determine upon application that, despite the adjudication of liability but in view of all the circum¬ 
stances of the case, such person is fairly and reasonably entitled to indemnity for such expenses which 
the Court of Chancery or such other court shall deem proper. 

(c) To the extent that a director, officer, employee or agent of a corporation has been successful 
on the merits or otherwise in defense of any action, suit or proceeding referred to in subsection (a) and 
(b), or in defense of any claim, issue or matter therein, he shall be indemnified against expenses (includ¬ 
ing attorneys’ fees) actually and reasonably incurred by him in connection therewith. 

(d) Any indemnification under subsections (a) and (b) (unless ordered by a court) shall be 
made by the corporation only as authorized in the specific case upon a determination that indemnifica¬ 
tion of the director, officer, employee or agent is proper in the circumstances because he has met the 
applicable standard of conduct set forth in subsections (a) and (b). Such determination shall be 
made (1) by the board of directors by a majority vote of a quorum consisting of directors who were 
not parties to such action, suit or proceeding, or (2) if such a quorum is not obtainable, or, even if obtain¬ 
able a quorum of disinterested directors so directs, by independent legal counsel in a written opinion, 
or (3) by the stockholders. 

(e) Expenses incurred in defending a civil or criminal action, suit or proceeding may be paid by 
the corporation in advance of the final disposition of such action, suit or proceeding as authorized by the 
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board of directors in the specific case upon receipt of an undertaking by or on behalf of the director, 
officer, employee or agent to repay such amount unless it shall ultimately be determined that he is 
entitled to be indemnified by the corporation as authorized in this section. 

(f) The indemnification provided by this section shall not be deemed exclusive of any other rights 
to which those seeking indemnification may be entitled under any by-law, agreement, vote of stock¬ 
holders or disinterested directors or otherwise, both as to action in his official capacity and as to action 
in another capacity while holding such office, and shall continue as to a person who has ceased to be 
a director, officer, employee or agent and shall inure to the benefit of the heirs, executors and admin¬ 
istrators of such a person. 

(g) A corporation shall have power to purchase and maintain insurance on behalf of any person 
who is or was a director, officer, employee or agent of the corporation, or is or was serving at the 
request of the corporation as a director, officer, employee or agent of another corporation, partnership, 
joint venture, trust or other enterprise against any liability asserted against him and incurred by him in 
any such capacity, or arising out of his status as such, whether or not the corporation would have the 
power to indemnify him against such liability under the provisions of this section. 

(h) For the purposes of this section, references to “the corporation” include all constituent 
corporations absorbed in a consolidation or merger as well as the resulting or surviving corporation 
so that any person who is or was a director, officer, employee or agent of such a constituent corporation 
or is or was serving at the request of such constituent corporation as a director, officer, employee or 
agent of another corporation, partnership, joint venture, trust or other enterprise shall stand in the 
same position under the provisions of this section with respect to the resulting or surviving corporation 
as he would if he had served the resulting or surviving corporation in the same capacity. 
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